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Early Days of American Accountancy
By James T. Anyon

III

I wish to digress a little at this point to say a few words on the
subject of figures, which happens to be one of my pet topics.
In the old days accountants were often looked upon and referred
to as “men of figures.” Now just what does this mean in the
minds of those using the term? It means a man who deals in
and loves figures for themselves, calculates, balances accounts,
prepares elaborate statements, looks for errors, thinks figures,
sometimes juggles them and always writes and talks them, and
in proportion to his skill in this direction so does he consider
himself a good and capable accountant. A man of such a type
in his general practice is likely to base his findings and conclu
sions on the figures he finds on records rather than on the facts
behind those figures. The latter are paramount, facts and
truths automatically becoming secondary. If, for example, he
sees on records which he is examining a property asset standing
at a certain value, he is prompted to accept such value as a
truth because the figures say it is so.
The well trained and experienced accountant of today on the
other hand is not a man of figures in the sense as described. He
is rather a man of facts and truths, and figures become subordi
nate and are used only as a means of expressing such facts and
truths. In dealing with accounting matters he is not only skilled
in what I may term the technique of accounting, that is figuring,
balancing, adjusting and so forth, but he understands and applies
the fundamental principles governing accounts and their rela
tions one to the other; he knows the elements that properly
enter into and constitute profits and losses, the underlying
theories of capital and income and so on. In any account or
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statement put before him he does not take the figures at their
face value. They are secondary and his thoughts at once center
on the questions: What do they stand for? What are the actual
facts and truths behind them? And he proceeds to examine
and adjust them accordingly. In other words, the accountant
makes his figures fit in with the facts: the other man the facts
to his figures.
Now there are a great many men of figures who imagine that
they are good accountants in practice today. There are also a
great many good accountants. The former can usually be
recognized by the nature of their reports, filled with figures,
accompanied by wonderful and voluminous exhibits that bewilder
the layman and leave him no wiser than he was before. The
reports of the latter, on the contrary, are usually of a briefer
character, giving such figures only as are needful to state required
facts and essential things, and if necessary opinions and views on
questions of use and interest to the client concerned. The
difference between the two can probably be better expressed and
understood if I state what a well-known New York lawyer re
marked to me some time ago. He said: “In the course of my
professional practice I have seen and read many accountants’
reports, and what has always impressed me the most in reference
to the majority of them is that they contain lots of figures but
no brains.” There’s the whole of my argument in a nutshell
and before finishing I would like to say a few words to the young,
rising and ambitious accountant of today who loves his profession.
Don’t allow yourself to be mesmerized by figures. I agree that
they are very alluring but be a little suspicious and don’t trust
them too much. Use figures as little as you can. Remember
your client doesn’t like or want them—he wants brains. Think
and act upon facts, truths and principles and regard figures only
as things to express these, and so proceeding you are likely to
become a great accountant and a credit to one of the truest and
finest professions in the land.
Toward the end of the year 1888 and the beginning of 1889,
accountants in practice here experienced a feeling of much
curiosity and surprise to find suddenly amongst them a number
of English and Scottish accountants engaged in special and im
portant accounting work for a number of industrial undertakings
in this country. These accountants were the representatives of
certain prominent London accounting firms who had been sent
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here to examine the financial condition and earning power of
undertakings on behalf of certain English “syndicates,” as they
were then termed, formed over there to purchase American
industrial properties of good standing which could show large
earning power, the object being to incorporate and capitalize
them under the English laws and float the securities on the
English market. These operations were confined in the first
place almost exclusively to American breweries, which in those
days were undoubtedly large profit-making undertakings. The
first of these to undergo examination was the Kreuger Brewing
Co. situated in Newark, New Jersey, which was later acquired
by an English syndicate, and then followed a number of others,
namely, the Rochester breweries, San Francisco breweries,
Denver breweries, St. Louis breweries, Chicago breweries and
several others. I think the first industrial undertaking not a
brewery examined by accountants and later taken over in the
way referred to was the Otis Steel Company of Cleveland. This
company was subsequently repurchased by American interests
and operates as an American company at the present time.
As will be seen, the accounting work necessary to be done in
the process of acquiring these properties was great and important,
and it was performed entirely by foreign accountants. This
circumstance had a decided influence for good on the profession
at large. In the first place, it had what may be termed an edu
cational effect, inasmuch as it gave American accountants an
insight into the nature and responsibility of the work experi
enced accountants were called upon to perform and how they
went about doing it. In the second place, it opened the eyes of
business men here for the first time to the fact that there existed
an important and useful profession in regard to which they had
known little or nothing previously, and in respect of which they
saw advantages which in the future would undoubtedly inure
to the benefit of business at large. At any rate the visit of these
men having for its object the examination of the financial affairs
of American commercial enterprises, intelligently and thoroughly
going over their books and records within a limited time, and
completing the work so as to be able to exhibit and report upon
the financial conditions and earning power of such enterprises
was naturally a surprise to many and at the same time an instruc
tive experience.
The year 1890 and several years thereafter represented a period
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of undoubted development and advancement in accounting both
in better knowledge of the profession and its requirements on the
part of its practitioners and also in the fact that bankers and
financial men generally began to understand better the nature
of its work and service. They were the first to perceive real
merit and benefit in the employment of accountants in many
business matters, and evinced a willingness to give the profession
a larger recognition and to avail themselves of its services.
This feeling was further intensified by the fact that about the
period I am referring to or possibly a little later a number of
fairly large accounting firms sprang into existence and became
established with offices mainly in the city of New York. Some
of these firms were of English origin and others purely American.
Amongst the former and one of the first, was the firm of Jones,
Caeser & Co. (afterwards Price, Waterhouse & Co. of London)
established in 1890. I think it can safely be said that the pro
fession received a pronounced impetus, and recognition became
more general on the part of the public soon after the advent of
this firm, mainly from the fact that it was appointed in 1891 as
auditors and accountants to the United States Steel Corporation,
an event that perhaps contributed more to creating a realization
on the part of the business world here as to what accounting and
auditing really meant than any other occurrence at that time.
Of the American firms which a year or two later became estab
lished and quickly became prominent and important, and are
still enjoying these distinctions, may be mentioned Haskins &
Sells, Lybrand, Ross Bros. & Montgomery, Patterson, Teele &
Dennis, and several others.
Another fact about this time also tended to the further develop
ment of the profession. A number of industrial concerns became
incorporated under the laws of the various states, and their
securities were issued and offered to the investing public. In
most of these cases bankers employed accounting firms practising
here to make examinations and reports on the financial condition
and earnings of these undertakings before offering the securities
for public subscription. This work was usually reflected in the
form of a short report or certificate given by the examining ac
counting firm of its findings and published in the bankers’
prospectus.
I believe the first industrial firm so incorporated whose securi
ties were offered to the public with an accountant’s certificate
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attached to the prospectus was the firm of John B. Stetson & Co.
of Philadelphia early in the year 1891. Other industrial firms
were incorporated in rapid succession and the services of profes
sional accountants became general.
Gentlemen of the legal profession were the last in line even
moderately to recognize that accounting was a separate and
distinct profession or that it played any special rô1e in the affairs
of the business world. They persisted to the last in looking
upon the accountant as no more than a well informed book
keeper and held a quiet contempt for his pretentions that he
was anything else. As an example of this feeling, I will relate a
somewhat amusing incident which happened to me.
I was subpoenaed to appear and testify as an “expert ” on behalf
of the creditors in the case of a fraudulent bankruptcy where it
was claimed that the debtor had illegally drawn large sums from
his business to the detriment of his creditors at certain dates
when he knew that he was in a bankrupt condition. His attorney
sought to prove that these drawings had not taken place. It
was a fact, he admitted, that some moneys had been drawn by
the debtor on or about the dates named, but that these were
minor sums taken by the debtor for his own personal support
and maintenance. After being put on the stand and certain
direct evidence had been given, the debtor’s attorney took me
in hand. His preliminary abrupt question was “You claim to
be an expert bookkeeper.” I was a little surprised at this sudden
and blunt question and slowly replied that while I understood
about bookkeeping both theoretical and practical, I was not
exactly a bookkeeper. He came back to me again rather
savagely: “It is your business to write up, balance and keep
the books of others requiring service of this kind.” I replied
again that this was not exactly my business—that I was a
professional accountant, whereupon he quickly turned to the
judge and said: “Your Honor—I submit that this witness on
his own showing is not a bookkeeper and therefore is incompetent
to give evidence in this case and I move that the whole of his
testimony be stricken out.” The judge took a different view
and smiling slightly requested him to go on with his examination.
What followed was a little too funny not to relate. The
attorney requested me to open to a certain page in the debtor’s
ledger (the cashbook had previously mysteriously disappeared)
wherein was found the debtor’s personal account. He said, “I
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want you to look at that account and tell me if it is not a fact
according to the account there shown that the debtor on such
and such a date drew from his business $125.” I replied that
according to this account on the date named the debtor had
actually drawn the sum of $1,000; that the figure 125 was not
the amount drawn but the page of the cashbook from which the
posting had been made. Here was the case of an otherwise
bright attorney who had evidently personally examined the
ledger account of his client and taking the first column of figures
he saw (which were the cashbook posting folios) had concluded
that these were the ‘‘large alleged drawings” his client had
taken out of his business which were objected to by his creditors.
Lawyers in these days are not all like the one above, but while
in many cases members of the legal profession do recognize the
services of accountants as being of special value to them, this
recognition is by no means general. This is a pity, for account
ants are usually ready to consult members of the legal profession
on special matters they may have in hand for clients to be sure
their opinions and findings conform in every respect to the legal
ity of the case at issue. On the contrary it is rarely the case
that lawyers will seek the opinion of accountants in matters
where law and accounting play an important part so as to be
satisfied that their findings and provisions are in harmony with
accounting principles and exactness. I have seen many cases
where, mainly in the matter of the preparation of contracts and
agreements in commercial affairs, attorneys have failed to
prepare these so as to give full and proper effect to the accounting
element contained therein. It is obvious that unless the legal
part of these instruments fully harmonizes with the accounting
part and each fits in its place, dispute and trouble are likely to be
the result and possibly expensive litigation will follow.
A very good example of what I am here referring to, viz. the
value of accountants to lawyers, can be given in the case of one
of the former partners of my firm, Sir Hardman Lever, whose
services were contributed by the firm to the British government
during the war in 1916. He was allotted to the munitions
department of the government and his services and knowledge
as an accountant in the matter of interpreting, adjusting and
settling contracts made by the government with contractors
(these were no doubt correctly prepared from the usual legal
standpoint) were such as to cause a saving to the country of
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many millions of pounds sterling. This fact was openly stated
during a debate in the British house of commons and for such
services he received very high honors. I will say, therefore,
that it appears to me that it would be decidedly to the advantage
and interest of the two professions if accountants and lawyers
acted reciprocally in cases of all commercial and other matters
where law and accounting together enter as elements.
I do not think it is necessary for me to trace the early history
of the profession any further. This early period began in 1883
and practically ended ten years later in 1893. From the latter
period on, accounting became a real profession. The quality of
the practitioner improved, the extent and diversity of his knowl
edge became greater, and altogether he gave to it a status and an
atmosphere it had hitherto completely lacked, an atmosphere
that carried with it knowledge, truth, precision, trustworthiness
to an extent it had never before known. Then, when these in
fluences became apparent, and it was perceived that they formed
the foundation and the real essence of the profession, the public,
the banker, the lawyer and business men generally recognized
that accountancy was a good and beneficial thing always wanted
which had not reached them till this time. And as the American
business man is wise, intelligent and alert at all times to adopt
and take advantage of any beneficial and useful thing as it ap
pears, so from this time on he became a patron of the profession
and this patronage has grown and intensified to this day.
Therefore, from the year 1893 I must leave to the pen of some
other chronicler far more able than I to record the history of the
profession and the interesting and far-reaching developments
that later took place. He will commence probably by recording
how the efforts of the members of the American Association of
Public Accountants through the untiring efforts and patience of
its members, to obtain some kind of legal recognition of the
profession by the state, culminated in 1898 in an act conferring
upon the regents of the university of the state of New York
power to grant certificates of qualification to accountants then
in practice who could comply with the necessary requirements
laid down by the regents. He will proceed also to record when
and under what conditions the New York state society was
formed and other societies in other states, and he will no doubt
refer to what I think had a considerable influence for good on the
profession and added greatly to the knowledge and proficiency
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of many connected with its practice, I refer now to the establish
ment of the school of commerce, finance and accounts founded
by the late C. W. Haskins, then an active member of the wellknown firm of Haskins & Sells. This chronicler will also probably
review the valuable accounting literature which began to appear
soon after 1893 and to the establishment of The Journal of
Accountancy a few years later. This then will be the begin
ning of the work of the chronicler as mine ends.
I do not wish to finish this narrative without saying a few
words on my own account in reference to the profession which I
embraced nearly fifty years ago and have ardently loved all my
life. I have loved it for its possibilities, its usefulness, its inter
esting problems, its exactness, for I look upon true accounting
as an exact science. I have been in touch with it here from its
inception, have seen its set-backs, its progress and development
till it has become second to none as a profession in usefulness
and importance in the land, and that it will continue to progress,
although it is already on an advanced and a high plane, I have no
doubt whatever. I believe the young professional accountant
of to-day will be called upon for far greater things in the future
than those that now constitute his daily practice. I believe it
will eventually become apparent to men of the business world
that the professional accountant (and when I say this I mean
the real thing, the one who knows, who understands business
principles and their relation to the theory and practice of account
ing, the one who has matured in his knowledge born of long and
varied experience) should have a place on the board of direction
of all mercantile and manufacturing concerns in the country. I
have seen many cases in my time where losses through defective
costing or accounting could have been prevented or materially
lessened, where expensive litigation even, arising through con
tracts and agreements entered into without proper understanding
and consideration for accounting principles, could have been
avoided if the experienced accountant’s knowledge had been
made available by his presence on the board. I believe the ac
countant will be called upon in all cases where mercantile losses
arise, not only to show the extent of these losses which he now
does, but the real cause of them, how they might, through proper
accounting methods and analysis, have been prevented or less
ened and how they can be avoided in future operations. I
believe further that accountants will be appointed receivers and
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trustees; that laws will eventually be enacted compelling all
corporations and companies, all business and financial under
takings where the public and outsiders are interested, to have
their operations audited, analyzed and passed upon by legally
authorized auditors qualified to do this work, and finally that their
services will be sought to audit and check periodically the ac
counts and records of municipalities and departments of the
federal and state governments. In other words, true accounting,
born of precision and exactness, will permeate in the future
all mercantile and financial matters where truth, accuracy and
honest action are the requisites.
When that time arrives the profession of accounting will at
last have come into its own—and I hope that day may not be
far distant.
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By William B. Franke
Trevor Arnett, of the general education board, in his book
College and University Finance divides the colleges and univer
sities of the United States into two classes: first, the endowed
institutions; second, the tax-supported institutions, although
even these may derive part of their income from endowment.
This article deals with the first class, that is, institutions no part
of whose income is derived from taxation.
It is generally conceded that the endowed colleges and uni
versities of this country do not maintain proper accounting
systems. As Mr. Arnett has stated, this is because the trustees of
a college, although often successful business men, accustomed in
their own businesses to rigid accounting methods, have placed
complete trust in college administrators and have seldom in
sisted upon the adoption of adequate accounting systems for the
colleges which they serve. Furthermore, when the trustees
have insisted upon a modern system of accounting, the result
has often been the installation of a system admirably adapted to
the needs of a commercial concern, but not suitable for an educa
tional institution. A college is not operated for the purpose of
making a profit. Moreover, most colleges properly operate on a
cash basis. Therefore a system which provides for the accrual
of income, the setting up of depreciation on buildings, etc., does
not fulfill the requirements of an educational institution.
The financial transactions of a college fall into three classes:
first, those relating to endowment; second, those relating to
plant; and, third, those relating to current operations. A chart
of accounts should take cognizance of these classes and should
be so devised that the sum of the debit and credit accounts under
each class should balance. Each of the three classifications
named above will be discussed separately and accounts which
pertain to each and are common to all colleges will be considered.
Endowment

Since a large part of the income of endowed institutions is
derived from endowment it is important that the accounting
system provide for the recording and the safeguarding of endow
ment funds.
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Mr. Arnett’s definition of endowment is: “a fund which shall
be maintained inviolate, the income of which shall alone be used.”
With this definition in mind it will be understood that gifts for
college, land, buildings and equipment are not in any sense
endowment. They should be recorded under the plant section
since the fixed assets for which they are given will not be income
producing. There is a difference of opinion as to whether or not
fixed assets which do produce income, such as dormitories and
dining-halls, should be classified as endowment or plant assets.
It is generally agreed, however, that, since these assets do not
produce a fixed income and, in fact, are often operated at a loss,
they should be included under fixed assets. Accepting the above
definition of endowment it will be plain that gifts, the principal
of which, as well as the income, may be used, are not endowment.
Such gifts should be included under the operating section.
Endowment funds may be divided into three classes: un
restricted funds, restricted funds and funds subject to annuities.
Unrestricted funds are those the income from which may be
used for any of the needs of the college.
The income from restricted endowment funds may be used
only for the purposes for which such funds were given. Under
this heading come professorship, lectureship, scholarship, student
aid and prize funds. In accounting for the income from re
stricted endowment great care should be used since if the income
from a fund is not expended during the college year the unex
pended portion must be deferred and used for the same purpose
during the succeeding year or years.
Endowment funds subject to annuities cover gifts which are
subject to annuity payments during the lives of one or more per
sons. The investments of each fund should be kept separate
and the fund accounts should not be commingled with other
endowment-fund accounts. It frequently happens that the
annuity payments provided for in the deed of gift exceed the
income from the investment of the fund. In such cases the final
amount of the fund which can be added to endowment cannot
be determined until after the death of all the annuitants, hence
the necessity for the segregation of these funds from other en
dowment funds.
Endowment pledges or subscriptions should not be recorded in
the general books of account. As they are given they should be
recorded in a subsidiary loose-leaf or card ledger but no entries
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should be made in the general ledger. As cash is received in
payment of these pledges and subscriptions it should be entered
in detail in a subsidiary cashbook and the individual accounts
in the sub-ledger should be credited. The cash entered in the
subsidiary cashbook should be transferred in daily totals to the
general cashbook and the daily cash receipts should be deposited
in the endowment-fund bank account. The entry from the
general cashbook will be a debit to cash and a credit to endow
ment fund (restricted or unrestricted). Securities given in pay
ment of pledges and subscriptions should be recorded in a sub
sidiary journal and similarly posted and transferred to the
general books. The value assigned to securities given should be
the market value on the date of receipt. Whether such securities
shall be sold or exchanged for other securities depends upon
their nature and whether or not they accord with the investment
policy of the institution.
Endowment funds are invested to provide a permanent, regular
income and not to realize profit on turn-over. The accountant
cannot dictate as to the kind of securities that should be held by
a college. He can, however, recommend that changes be made
in the list and it may be within his province to do so even though
the securities which he thinks should be disposed of will not realize
their book value. Recommendations of this sort will require
tact and diplomacy and the accountant must be very sure of his
ground before making them.
It is obvious that most securities will be purchased at a price
either below or above par. Such securities should be entered on
the books at cost. They may be amortized by annual debits or
credits but this is rarely done because of the amount of labor
involved. The method adopted in many institutions is to credit
the amount received from the sale or at the maturity of a security
in excess of its book value to an endowment-fund account called,
say, “endowment insurance reserve.” Similarly, if the amount
received is less than the book value, the difference is charged to
this account. In addition, a small amount may be set aside from
current income and credited to this account until a sufficient
amount has been reserved to cover normal losses.
The method of determining the amount of income applicable
to restricted and unrestricted endowment funds may be deter
mined in one of two ways. Each fund may be invested separately
and the income from each investment properly applied, or the
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funds may be invested as a whole and the entire income applied
to each fund in the ratio that it bears to the total of all funds.
Both methods are used and each has its advantages. Under the
first method each fund receives the actual amount of income
which its investments produce. It is much more difficult to
keep separate records for each fund, however, than it is to combine
all funds and pro rate the income. For this reason the latter
method is better. There are various other advantages which
might be enumerated for each method which I do not think it
necessary to submit in this article.
As income is received from endowment investments it should
be deposited in the operating-fund bank account and credited in
the operating-fund ledger to “income from endowment,” separate
income accounts being maintained for interest on bonds, interest
on mortgages, interest on bank balances, other interest, and
dividends on stocks. The disbursement of such income should
be charged to the proper accounts under the operating section.
A report on the condition of securities should be submitted to
the trustees by the financial officers of the college at least once
in three months. This report should show in parallel columns
the name of the security, the cost, present market value, yield
on cost, and perhaps other information, such as the market value
a year ago.
It is hardly necessary to state that endowment funds should
not be lent to trustees, officers or employees of a college, nor to
any business which they either manage or control.
Endowment funds should never be hypothecated for loans for
the current purposes of a college. Such a condition would call
for serious criticism by an accountant auditing the books of an
educational institution for it is obvious that if, for any reason,
sufficient funds are not raised to liquidate the loans for which
endowment securities are pledged and such loans are called, the
trustees are just as responsible as though they had in the first
place used endowment to pay current debts. Likewise endow
ment cash temporarily uninvested should never be used to pay
current expenses no matter how pressing the need may be or
how soon it is expected that current funds will be received from
which such borrowings can be repaid. To avoid the unintentional
use of endowment cash for current purposes, a separate bank
account should be provided under the endowment section in
which should be deposited all cash awaiting investment.
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Securities should be kept in a safety deposit vault and access
to them should not be had by fewer than two persons together.
These persons should be designated by the board of trustees.
In addition a public accountant should be employed, who will
make an annual audit of the books and examination of the securi
ties. His unqualified certificate should be appended to the
treasurer’s annual report, and this report should be printed and
distributed among the trustees, alumni and other friends of the
college. Some institutions appoint a bank or trust company to
act as custodian of securities. In such cases the financial re
sponsibility of the custodian should be carefully investigated.

Plant
Physical plant consists of land, buildings, furniture and equip
ment, books, scientific apparatus, machinery and tools. Plant
assets should be carried on the books at cost and the total assets
should exactly equal the funds used in acquiring them. A short
time ago the writer was asked to revise the accounting system of
a university. The preliminary examination of the books dis
closed the fact that while book accounts were carried for endow
ment and operating-fund accounts, no records had ever been
maintained for plant accounts. This university had been in
existence for almost eighty years and, because of lack of informa
tion with respect to original costs, additions and disposals, it was
impossible to determine cost values to use as a basis for setting
up ledger accounts. At a conference with the officers it was
agreed that an appraisal of land and buildings would be made
and an inventory of other assets taken, at replacement values.
The totals thus obtained will be used for opening ledger accounts
and future additions will be charged at cost.
In the case above cited the present book value will also be the
insurable value. The majority of educational institutions, how
ever, have maintained ledger accounts to which plant assets
have been charged at cost. In the course of time these assets
often appreciate with the result that replacement value may be
far in excess of book value. Inventories at replacement value
should be made, say, once in every three years, and the amount
of insurance carried should be based on these inventory totals.
The inventory amounts should, however, be carried in a memoran
dum record only and no adjustments should be made to the ledger
accounts to make them coincide with inventory values.
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When funds are given for the purchase of plant assets the entry
is made directly in the plant section, the debit being to cash or
securities and the credit to the proper plant-fund account. A
separate plant bank account should be opened for this purpose.
As expenditures are made the fixed-asset accounts should be
charged and cash credited. Each year, however, certain expendi
tures must be made for equipment, etc., for which no specific
funds have been provided by gift. These expenditures are usu
ally provided for in the annual operating budget and the cost
thereof is closed into operating profit-and-loss. In order that the
plant accounts may reflect the true value of plant assets a journal
entry is made in the plant section at the end of each fiscal year
debiting the proper asset accounts and crediting plant-fund ac
count with the total cost of new equipment, etc., purchased
through the operating section and charged to operating profitand-loss. This is one way in which college and university ac
counting differs from accounting for a profit-making concern,
for the cost of such new equipment is in effect both written
off and capitalized. It will be understood that the described
entry for the plant accounts takes in only new additions.
The cost of ordinary replacements is closed directly into oper
ating profit-and-loss and no entry is made under the plant
section.
The question of determining the value to be added to plant
assets for books purchased for the college library has caused a
great deal of discussion. Books may, of course, greatly appreciate
in value but, on the other hand, they may become entirely
worthless in a comparatively short space of time. The cost of
new books is usually included in the operating budget and charged
off to operating profit-and-loss. At the close of each fiscal year a
journal entry should be made in the plant section for the value
of books thus purchased. This entry is similar to the one
described above for equipment. The best opinion available
seems to be that for the purpose of this entry a value of $1.00 per
volume should be placed on books purchased.
Businesses operated for a profit must provide for the replace
ment of fixed assets by setting aside an annual amount from
income. These amounts are credited to reserve-for-depreciation
accounts. Since colleges and universities are not operated for
profit the same considerations with respect to providing for
replacements do not apply. Mr. Arnett has very clearly outlined
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the situation with respect to educational institutions in the
following paragraph.
Endowed colleges in the first instance have obtained funds for plant and
equipment by gifts, and as a general rule their trustees consider it the
better policy to rely upon the same source for any buildings and equipment
which may be needed in the future. They are, moreover, so beset with
difficulty in procuring income sufficient for the present needs that they are
not interested in raising funds for needs of the distant future. As the
present and past generations have provided the existing buildings, it is
neither unwise nor unfair to expect future generations to do as well.

Most colleges must of necessity enter into activities which
cannot be classed as strictly educational. Under these activities
come the operation of dining-halls, dormitories, book stores, etc.
Since these Eire operated on the theory that they shall be at least
self-supporting it is only proper that the cost of operation shall
include depreciation. Such depreciation as well as all other
charges and credits for these activities should be included under
the operating section. The annual amount included for deprecia
tion should be taken out of the operating bank account and de
posited in the plant bank account. The entry in the operating
section will be a charge to depreciation and a credit to cash, and
in the plant section a charge to cash and a credit to reserve for
depreciation (separate reserve accounts being maintained for the
replacement of each asset concerned).
When plant assets are sold or destroyed an entry should be
made in the plant section to give effect thereto, the entry being
a charge to cash and/or the fund account and a credit to the
proper plant-asset account.

Operating

All the transactions not included under endowment and plant
come under the head “operating.” The combined result of
operations under this section represents either a surplus or deficit
on current operations for the year. The chart of accounts to be
used for recording these transactions may be as elaborate or as
simple as desired. This will depend principally upon the size
of the institution and the amount which it can properly afford
to spend for accounting.
Receipts are derived from two main sources: endowment and
student fees. Receipts from the former source have been dis
cussed under the endowment section and do not require further
explanation. Student fees include fees for tuition, fees for
laboratory materials and supplies, fees for breakage, damage and
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loss, and incidental fees such as those for registration, diplomas,
use of library facilities, etc. It is generally understood that a
student should not be required to pay as tuition the amount it
costs the college to provide his education since this would prevent
students with small resources from obtaining an education.
Instead, the tuition charge is reduced to a point where the amount
received from this and all other sources is just sufficient to meet
expenses. It is now a rather generally accepted theory that,
since a student receives his education at less than cost, he should
feel obligated to his alma mater and should liquidate this obliga
tion by making such gifts as may be possible during the remainder
of his life and by including such provisions in his will as his estate
warrants.
While student fees form only a portion of the income of a col
lege, it is important that they be paid promptly, since the margin
between receipts and disbursements is always a slight one. On
the other hand it would work a hardship on a poor student to
exclude him because he could not pay his tuition in advance.
At the university of Rochester, the treasurer addresses the fresh
man class after registration and, by means of charts, points out
how small a portion of the expenses of the university is met from
student fees and how important it is, therefore, that these fees be
paid promptly. This plan produces good results and makes the
student realize at the very beginning of his university career that
he receives much more than he pays. Generally speaking,
students should be required to pay all fees within the first few
days of the term. When exceptions are allowed notes should be
required. These notes should be considered as definite obliga
tions and rigorous steps taken to collect them. A card should be
maintained for each student. The charges against his account
for fees, etc., should be recorded thereon, as well as credits for
cash and allowances. Income from fees, however, should only be
recorded on the general books as cash is received. This follows
the generally accepted plan of keeping college and university
accounts on a receipts-and-disbursements basis. Likewise notes
received from students should be carried in memorandum records
only and not credited on the general books until redeemed by
cash payments.
Mr. Arnett divides operating disbursements into the following
classes: (1) those incurred in the operation of a college as such;
(2) those incurred in the operation of auxiliary departments;
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(3) those incurred in the operation of dormitories, dining-halls,
book stores, etc., (4) those incurred in raising funds. For the
first class of expenditures an annual budget should be made.
The subject of a budget is important but is too lengthy to be
discussed in this article. However, in my opinion a budget is of
theutmost importance, for without a budget it is almost impossible
to keep operating expenses within available income. Further
more, it is not wise to budget a deficit, that is, an excess of esti
mated expenditures over estimated income. It is easy to assume
that a deficit will be made up somehow, but it sometimes happens
that small annual deficits are not offset, with the result that,
almost before it is realized, a fairly large operating deficit has been
created. People who have had experience know how difficult it
is to raise money for past purposes.
Chart of Accounts

A chart of accounts for a small college follows:
Endowment:
Assets—
General endowment funds—
Cash in bank
Bonds
Stocks
Mortgages
Annuity funds—
Cash
Bonds
Stocks
Mortgages
Excess of annuity disburse
ments over income
Funds—
Unrestricted endowment funds
(with sub-ledger accounts if
desired)
Restricted endowment funds
(with a sub-ledger account for
each)
Endowment-insurance reserve
Annuity funds

Buildings (with a sub-ledger
account for each building)
Books (with such sub-ledger ac
counts as may be necessary)
Scientific equipment (with sub
ledger accounts to show equip
ment in each building or
department)
Furniture (with sub-ledger ac
counts for each building or
department)
Cash in bank
Investments of building funds
Bonds
Stocks
Mortgages
Funds—
Plant funds
Reserves for depreciation (with
appropriate sub-ledger ac
counts)

Operating:

Plant:
Assets—
Grounds (with such sub-ledger
accounts as may be necessary)

178

Assets—
Cash on hand
Cash in banks—general purposes
Cash in banks—special purposes
Notes receivable
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Accounts receivable
Expense inventories (with appro
priate sub-ledger accounts)
Unexpired insurance
Funds and liabilities—
Notes payable
Accounts payable
Room deposits
Key deposits
Deferred credits
Operating fund
Operating surplus
Special funds (with sub-ledger
accounts for each)
Income—
College of arts and science
From fees
Registration
Tuition
Diplomas
Laboratory fees
Fines and miscellaneous
From contributions—
For current expenses
For books
For scholarships
For prizes
For student aid
From libraries—
Fines and lost books
Old books and paper sales
From endowment funds—
Unrestricted
Interest on bonds
Interest on mortgages
Interest on bank balances
Other interest
Dividends on stocks
Restricted
Interest on bonds
Interest on mortgages
Interest on bank balances
Other interest
Dividends on stocks
Miscellaneous
Rentals from dormitories,
dining-hall, book store,
etc.
Sundry receipts
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Dormitories—
Rent of rooms
Dining-hall—
Receipts from meals served
Bookstore—
Sales
Disbursements—
College of arts and science
Administration and general
Administrative
offices—
salaries
Administrative
offices—
expenses
Bursar’s office—salaries
Bursar’s office—expenses
General office—salaries
General office—expenses
Endowment-insurance re
serve
Diplomas
Interest
Programmes, circulars, cata
logues, etc.
Publicity
Public functions
Stationery and postage
Telephone and telegraph
Miscellaneous
Maintenance of buildings and
grounds
Salaries and wages
Power plant (fuel and sup
plies)
Repairs and alterations
Insurance
Assessments
Gas
Electricity
Water
Supplies and miscellaneous
Library
Salaries
Student service
Books
Binding
Miscellaneous
Instruction
Dean’s office—salaries and
expenses
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. Repairs
Rent
Depreciation
Heat
Light
Water
Insurance
Telephone and telegraph
Miscellaneous
Bookstore—
Salaries and wages
Books and magazines
Supplies
Freight and cartage
Repairs
Rent
Depreciation
Postage
Heat
Light
Insurance
Telephone and telegraph
Miscellaneous

Instructional salaries
Laboratory equipment and
supplies
Miscellaneous
Students' aid
Scholarships
Prizes
Dormitories—
Salaries and wages
Supplies
Repairs
Rent
Depreciation
Heat
Light
Water
Insurance
Telephone and telegraph
Miscellaneous
Dining-hall—
Salaries and wages
Food and supplies
Laundry

General
The treasurer of the university of Rochester has kindly given
me permission to use the last combined balance-sheet of the
university. The self-balancing principle as applied to each of the
three main classes of financial transactions is clearly brought out
in this statement.
The University of Rochester
30, 1924
Assets

COMBINED BALANCE-SHEET AS AT JUNE

Endowment assets:
Investments.......................................... $12,986,838.69
Cash...........................................................
35,908.05
Short-term notes receivable.....................
490,013.87
Receivables...............................................
4,246.74
Deferred charges.......................................
12.00

$13,427,019.35
Plant assets:
Buildings and grounds..........................
$8,684,346.27
Building fund cash and securities unex
pended...................................................
1,768,824.49
Advances receivable—funds.....................
401.07
Books, furniture and equipment..............
392,071.63

10,845,643.46
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Current assets:
Investments..............................................
Receivables...............................................
Cash on hand............................................
President’s car..........................................
Deferred charges.......................................

$1,510,736.86
358,561.22
86,687.81
1,086.85
21,953.57
-------------------- $ 1,979,026.31

$26,251,689.12

Liabilities
Endowment funds:
$13,345,532.03
Endowment funds.................................
81,068.25
Endowment-insurance reserve.................
401.07
Advances payable—funds........................

$13,427,019.35
Plant funds:
Building and equipment funds......
Short-term notes payable.....................
Current funds:
Current funds........................................
Short-term notes payable.........................
Accounts payable......................................
Mortgages payable..............................
Special building fund reserve...................

$10,821,580.96
24,062.50
--------------- —

10,845,643.46

$875,292.66
465,953.93
12.50
7,000.00
699,468.74

$2,047,727.83
Minus accumulated deficit, college of arts
68,701.52
and science.........................................
-------------------- 1,979,026.31

$26,251,689.12
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By Solomon Farb

The insurance broker is the middleman between the insured
and the insurance company (or its general agent), who obtains
for his client the required insurance. He is regarded in most
states as the agent of the insured and not of the company as
regards all matters pertaining to the application for insurance
and the writing of the policy.
It is the duty of the insurance broker to effect the insurance of
his client (or as it is known in the field, “to place the risk”); to
obtain for him the broadest possible coverage and the most liberal
privileges possible, at the lowest possible premium; to obtain for
his client the benefit of any reductions in rate that may occur
during the term of the policy; to make any changes necessary, as
change of location; and in general, to protect the interests of his
client at all times.
The compensation of the insurance broker consists of a certain
commission, based on the premium, and varies with the different
classes of insurance effected. It must be borne in mind that the
broker receives his commission from the insurance company, but
that this does not change the general rule that he is the insured’s,
and not the company’s, agent.
To obtain from his client the order for insurance, and to per
form for him all of the duties enumerated above, to obtain the
lowest possible rate, to select sound companies, to keep adequate
records of policies, endorsements, etc.; in short, to render the
highest possible service to his client, it has become necessary for
the insurance broker to maintain a real organization, including
such departments as soliciting, inspection, placing and, because of
the voluminous detail peculiar to the insurance business, a book
keeping and accounting department.
To bring these departments into complete harmony, thereby
permitting an order to flow smoothly from one department to
another, from its inception to its completion, should be the work
of the accountant, just as much as the installation of the actual
books and records.
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When an order for certain insurance is received from a client,
either by a solicitor or direct, it is usually first presented to one of
the principals who passes upon the desirability of the account
(if it is a new one) and gives general instructions as to the plac
ing of it. This duty of placing the insurance is turned over to a
“placer,” after a record of the order is placed in an order book,
who obtains the necessary insurance, temporarily covered by a
binder. A placer is one who is generally versed in insurance
requirements and acquainted with the various companies and
companies’ agents.
A binder is a temporary contract containing the essential terms
of the policy, names of company and assured, effective date, risk
covered, location, amount, time, etc., signed by the company
or its general agent, and binding it until the policy is issued.
Delay in issuing the policy may be due, among other causes,
to an investigation of the insured premises or the assured’s
credit or simply the usual time consumed by the regular office
routine.
When the policy is finally issued by the insurance company, it
is forwarded to the broker for transmittal to his client. At this
stage, the records of the insurance broker commence.

Subsidiary Records
The records of an insurance-brokerage office, not unlike those
of mercantile organizations, consist of divers statistical records in
addition to the financial books. These statistical or subsidiary
records do not become a part of the general books, but are main
tained for information only. They consist, usually, of the fol
lowing: account record, expiration cards, life-renewal cards,
bills, credit bills.
The policy, when received from the insurance company, is
attached to the binder and forwarded to the clerk in charge of
checking. This employee, who is called the checker, compares
the policy with the order to see that it has been properly made
out, verifies the rates and the forms used on the policy, and ascer
tains that all the required permission and privilege clauses, to
which the client is entitled for complete protection, have been
included. It is his duty to see that the policy, as written, reflects
the protection desired by the client. After satisfying himself that
the policy is correct in all particulars, he passes it to the proper
persons for recording.
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The account record (sometimes called the “line card”), usually
in card form, contains an historical record of the total insurance
carried by each client. Each client has a separate card on which
are entered, in chronological order, the various policies obtained
for him. This record is not in full detail, but contains the essen
tial data on all policies, as dates, companies, amounts, property
covered, class of risk, rates, expirations and special remarks.
Thus, it is possible, by looking at the card, to see at a glance the
total amount and the various forms of insurance carried, the
total amount of premiums paid, etc. This is desirable as a record,
not only for its value to the office itself, but for the service it
enables the office to render clients, who, not keeping adequate
insurance records of their own, often call upon the brokers for
information. In order that this record may reflect the true
status of the client’s insurance, all changes (known as endorse
ments), made on existing policies must be recorded; similarly,
policies cancelled before the date of expiration must be clearly
indicated.
The expiration card is a record performing two functions:
First, it is a complete detail record of each policy of insurance for
the client, which may be referred to at all times. The account
record, it will be recalled, contains merely summary information.
The second and main purpose, as its name implies, is to provide a
suitable record for renewals of expiring insurance, and to provide
it in such a manner that old-fashioned diaries showing the insur
ance expiring each month need not be kept. The card has a pro
jection along the top, which indicates the month in which the
insurance expires. Cards may be obtained with projections for
each of the twelve months. Cards containing the January pro
jection are furthest to the left, February, slightly to the right,
etc. Thus, when the cards are placed in the cabinet, they will
automatically fall in place, the earliest month first, etc. Each
policy of insurance is entered on a separate card corresponding
with the month in which it expires. Thus, May policies issued
for one year expire the following May and will be entered on
cards containing a projection marked May. About April 1st of
the following year, all May cards are taken from the files and
orders for renewals are issued to the various companies. Should
a policy be cancelled before it expires, the expiration card should
be marked accordingly and removed from the file, as a renewal
will not be required. All changes made during the term of the
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policy must be entered, so that the insurance may be renewed in
accordance with the corrections.
The expiration card described above is used for all forms of
insurance except life insurance, for which a special card must be
used, the life-renewal card. This card has a projection bearing
the name of the month. The months used here are not the expira
tion dates, but the months in which the premiums are due.
Life-insurance premiums may be paid annually, semi-annually,
quarterly or monthly, according to agreement. The broker is
allowed a substantial commission on the first year’s premium, and
a small renewal commission for several succeeding years, depend
ing upon the contract, but usually nine. The purpose of the
renewal cards is to show automatically the date on which the
premiums are due, so that the commissions due thereon may be
collected from the insurance company. A card is made out for
each month in which a payment is due. Thus, for a policy issued
in January, payable annually, only one card, January, is required.
A policy issued in January, payable quarterly, requires four cards,
one each of January, April, July and October, as premiums are
due in each of these months. The life-insurance companies
submit monthly statements showing the amount of renewal com
missions due the broker from premiums collected. These state
ments should be checked with the renewal cards of the month to
ascertain if all are included therein. If all are accounted for, the
commissions collected are recorded, and the cards are replaced
in the cabinet to come up again the following year; if they do not,
inquiries should be made to ascertain the cause. It may be that
the policy has lapsed, or that the assured has died during the
year. A wide-awake insurance office will follow up all lapsed
policies to convince the assured that it is against his best inter
ests to drop the policy. Of course, if the policy has been defin
itely discontinued, or the assured has died, or the term during
which the broker is entitled to renewal commissions has expired,
the cards covering payments should be removed from the files.
As in the case of the records previously mentioned, any changes
made during the term of the policy should be recorded. The
back of the renewal card contains space for recording all renewal
commissions collected thereon.
After they have been checked and verified and the proper sta
tistical records have been made, policies and bills are forwarded
to clients. The bills contain the essential particulars of each
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policy. They are numbered in consecutive order and made out
in duplicate, the second copy remaining in the office for entry
upon the books. The duplicates contain, in addition to the infor
mation called for on the originals, columns for calculating the
amount of commission earned on the policy and the net amount
due to the company. This information is required for use in
the accounting department and, for obvious reasons, is omitted
from the original. The bill may be classed under the main
records, since it is the basis of the entries in the invoice register.
Credit bills are similar to the bills in form, but are usually of a
different color. They are used only for credits due clients on
account of rate reductions, cancellations, etc., and are the source
of the entries in the cancellation register and return-premium
book.

Books

of

Account

The books used in a modem insurance-brokerage office, where
records are kept on an accrual basis and a complete double-entry
system is maintained, usually embrace the following:

Invoice register
Cancellation register
Return-premium book
Cash-receipts book
Cash-payments book
Return-premium ledger
Solicitors’ ledger

Miscellaneous-expense book
Journal
Petty cash
Payroll book
Accounts-receivable ledger
Accounts-payable ledger
Miscellaneous-accounts-payable
ledger

The invoice register is a combination of the sales and purchase
books used in the ordinary mercantile concern. It contains a
charge to the client for the premium on the policy and a credit to
the insurance company for the net amount, premium less com
mission, the commission being immediately credited to the income
account, which is the proper method where books are kept on an
accrual basis. Some accountants, however, do not look with
favor upon this method, contending that it is improper to treat
commission as income until the premiums have actually been
paid. They maintain that the cash method is the only proper
method for insurance-brokerage houses, as many policies of
insurance are placed and put through the books only to be can
celled subsequently.
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It is the opinion of the writer that the cash method is entirely
inadequate. The work involved in placing the insurance, inspect
ing the risk and making the proper office records is the most
costly part of the service rendered by the broker, and it is mani
festly unfair to charge the salaries paid to employees performing
these duties in one period and to include the income in another.
The number of policies cancelled is usually small in proportion to
the number placed, and it is no more logical for the insurance
broker to use the cash method because of these cancellations than
it is for mercantile firms to use it because goods purchased are
subsequently returned. The accrual method is the method used
today by some of the largest insurance-brokerage houses and it is
being adopted by others, so that it seems only a question of time
before it will be used by all firms of consequence. For the bene
fit of the reader, however, there will be found at the conclusion of
the outline of this system a few brief remarks, showing how it
may be adapted to meet the objection just discussed.
The bills are entered in the invoice register in numerical order,
showing the name of the assured, company, policy number, pre
mium, commission earned and commission due the solicitor.
The premium is entered in the accounts-receivable column and
posted to the individual accounts in the accounts-receivable
ledger; the commission on the policy is carried to the commission
column which is segregated into life and general (the latter cov
ering commissions on all insurance other than life); and the net
amount is entered in the accounts-payable column, from which it
is posted to the individual accounts in the accounts-payable ledger.
The posting to the general ledger at the end of the month is:
Accounts receivable
To accounts payable
Commissions earned, life
Commissions earned, general
The invoice register also contains a solicitors’ commission
column and a subsequent-life-commission column, from each of
which double postings are made. In the former is entered the
amount of commission due to the solicitor on each policy. Solic
itors are usually employed by insurance brokers on a commission
basis. A double posting to the general ledger is made from this
column, as follows:
Solicitors’ commissions
To solicitors’ commissions payable
(or John Doe)
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Where the number of solicitors employed is small, separate
accounts in the general ledger may be kept for each and the credit
posted thereto. If many solicitors are employed, it may be
advisable to maintain a subsidiary ledger and keep one controlling
account in the general ledger.
Before explaining the use of the subsequent-life-commissions
column, it may be well to discuss the accounting for life renewals.
As previously explained, there are two sources of income from a
life-insurance policy, the substantial commission on the first
year’s premium and the small renewal commission for a few suc
ceeding years. When a life-insurance policy is entered in the
invoice register, the commission on the first payment, not first
year’s premium, is taken into the commission-life column, and
the subsequent renewal commissions into the subsequent-life
commissions column. Thus, on a policy with an annual premium
of $100, assuming a first commission of 40% and a renewal com
mission of 5% for the succeeding nine years, $40 would be taken
into the commissions-life column, and $45 into the subsequentlife-commissions column. In the case of a policy payable semi
annually or quarterly, the commissions on the second, third and
fourth payments are treated as renewals for purposes of account
ing, as they are paid direct to the company and credited by the
latter to the broker on the regular monthly statement. Thus, on
a policy payable $25 a quarter, assuming a 40% commission on
the first year’s premium, and 5% thereafter for nine years, $10
would be taken into the commissions-life column (40% on first
payment of $25), and $75 into the subsequent-life-commission
column (40% on balance of first year’s premium, $75 equals $30
plus 36 renewal commissions of 5% on $25 or $1.25 equals $45,
making a total of $75). A double posting is made from the subsequent-life-commissions column to the general ledger, as follows:
Life commissions receivable
To reserve for subsequent life
commissions
The setting up on the books of the asset, life commissions
receivable, does not increase the net worth since it is offset by a
reserve of like amount, but it commands attention to the fact that
the broker possesses an asset of potential value. Because its
value is only potential and is dependent on the continuation of
the policies now in existence, good practice does not countenance
getting up the asset on the books and crediting it, or even a por
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tion of it, to the income account. To do so would be tantamount
to anticipating income, and this is never desirable from any
viewpoint.
The asset account is in the nature of a controlling account,
since it must agree with the total amount of renewal commissions
still uncollected as shown by the renewal cards. These renewal
cards, it will be recalled, show the total amount of renewal com
missions due on each policy and the amount already collected.
The total of the balances on each card must agree with the asset
account. The renewal commissions when received from the
insurance company are credited to the asset account from the
cash-receipts book and are posted in detail to the individual
renewal cards. In order to record the income on the books
and to keep the reserve account in agreement with the asset
account, a journal entry must be made debiting reserve for
subsequent life commissions and crediting commissions earned—
life. This is a standard monthly journal entry. In the event
of the death of an assured or the discontinuance of a policy, no
further renewals can be collected. Hence, it becomes necessary
to determine the amount of renewals lost thereby and reduce by
means of a journal entry the asset and reserve accounts by that
amount.
The cancellation register, as the name implies, is a record of all
policies cancelled and contains precisely the same information as
the invoice register. The duplicate credit bills supply this infor
mation and are entered in the cancellation register in numerical
order. The postings to the general and subsidiary ledgers, how
ever, are reversed. This book is used for “flat’’ cancellations only
—that is, where the policy is cancelled in its entirety, no earned
premium being paid by the insured client. The policy is in
effect treated as never having existed, the credit to the client’s
account wiping out the charge previously posted and the charge
to the insurance company’s account wiping off the credit pre
viously passed thereto. It must be noted that this book is not
used for credits due clients on account of policies cancelled after
payment of the premium, rate reductions, etc. The return
premium book is used for such items. The commissions on the
cancelled policies are charged to commissions-cancelled accounts
and not to the commissions-earned accounts. This is done for
the sake of clearness, as to post both cancellations and adjust
ments to the debit of the income account would render it difficult
189

The Journal of Accountancy
to determine at the encl of the year the actual amount of com
missions cancelled.
The return-premium book contains a record of all credits due
to clients on account of policies cancelled after the payment of
the premium or on account of rate reductions, etc. The items in
the return-premium column are posted to the debit of the indi
vidual accounts in the return-premium ledger. The posting to
the general ledger from the return-premium book is:
Return-premiums account
Commissions cancelled, general
To accounts receivable
The cash-receipts book is similar to that in use in other offices.
The items in the accounts-receivable column are posted to the
individual accounts in the accounts-receivable ledger; items in the
life-commission-receivable column to the renewal cards as pre
viously explained; items in the return-premium column to respec
tive accounts in the return-premium ledger. The general ledger
posting at the end of the month is:
Cash
To accounts receivable
Life commissions receivable
Return-premium account
General
The total bank deposits made from cash received should be
entered in the deposit column and should agree with the amount
of the net cash column if the desirable practice of depositing all
cash receipts is followed.
The cash-payments book is also similar to that in use in other
offices.
Items in the accounts-payable-insurance-companies
column and miscellaneous-accounts-payable column are posted to
the debit of the individual accounts in the respective subsidiary
ledgers; items in the return-premium column to the credit of the
individual accounts in the return-premium ledger. The credit to
the return-premium account arises from the fact that there were
deducted from the payments made to the insurance companies
amounts representing returns due from them and still uncollected.
The general-ledger posting from the cash-payment book at the
end of the month is:
Accounts payable insurance companies
Miscellaneous accounts payable
General
To cash
Return-premium account
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The miscellaneous-expense book is a record of miscellaneous
expenses incurred, such as stationery, advertising, telephone,
entertaining, printing, etc. The writer has found that, in insur
ance offices, as well as in others, such bills are allowed to accumu
late from month to month without being paid. To follow the
practice of not charging them until they are paid is inadequate,
first, because it prevents the preparation of accurate monthly
statements, and, secondly, because there is then no record of the
amounts due on such bills.
The bills are entered as they are received, extended into the
proper columns, and posted to their individual accounts in the
subsidiary ledger. The general-ledger posting at the end of the
month is a debit to the various expense accounts and a credit to
the controlling account.
The journal, petty cash and payroll books used in an insurance
brokerage office do not differ from those used in other offices, and
no discussion of them is necessary.
The accounts-receivable, accounts-payable-insurance-companies
and miscellaneous-accounts-payable ledgers do not require dis
cussion, as they are not unlike those found elsewhere. The
return-premium ledger contains accounts with insurance com
panies but is used for return premiums only. The original
method of charging the insurance companies’ regular accounts
with such returns has been found to be cumbersome and inade
quate, first, because insurance companies often prefer to make
settlement for return premiums rather than to have them de
ducted from premiums due, and, secondly, because it has been
found that merging these items with the regular accounts does
not permit of their being watched so closely.
The solicitors’-commissions-payable ledger contains an account
with each solicitor, showing on the credit side the commissions
due to him on each policy (as per entries in invoice register) and
on the debit side commissions charged back on account of can
cellations (as per cancellation register) and cash payments made
(as per cash-payment book).
The general ledger will contain the following accounts:

Assets
Commissions receivable, life
insurance
Furniture and fixtures

Cash
Petty cash
Accounts receivable
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Return-premium account
Notes receivable

Automobile

Liability and Capital Accounts
Accounts payable insurance com
panies
Miscellaneous accounts payable
Loans payable
Notes payable

Solicitors’ commission pay
able
Reserve for depreciation
Capital accounts, or capital
stock and surplus

Income Accounts
Commissions cancelledgeneral
Income from adjusting
Interest received

Commissions earned—life
Commissions earned—general
Commissions cancelled—life

Expense Accounts
Solicitors’ commissions
Entertaining expense
Advertising expense
Traveling expense
Automobile expense
Officers’ salaries
Office salaries
Telephone and telegraph
Stationery and printing
Postage
Professional services

Advertising
Heat and light
Rent
General expenses
Examinations and inspections
Publications
Repairs
Donations
Licenses
Interest paid

This system may be adapted to meet the objections of those
accountants who feel that commissions should not be taken into
income immediately, but only when the premium has been paid.
The subsidiary records will not be affected, but the entries upon
the books will be changed slightly.
In the invoice register, the commissions will be posted to re
serve-for-commissions-deductible accounts, instead of to com
missions-earned accounts. In the cash-payments book, new
columns for commissions will be provided, in which will be
entered the amount of commissions deducted on each payment
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made to the insurance company.
from this column, namely:

A double posting will be made

Reserve for commissions deductible—general
Reserve for commissions deductible—life
To commissions earned—general
To commissions earned—life

Thus, the commissions-earned accounts will be credited only
with the commissions actually deducted, while the reserve
accounts will show at any one time the amount of commissions
to be taken into income when all the accounts have been paid.
The posting from the solicitors’-commission column in the
invoice register will also be changed. Instead of charging
solicitors’ commission, a temporary account, such as solicitors’
commission deductible, will be charged. An additional column
in the cash-payment book will be provided, in which will be
entered the commission due to the solicitors as payments are
made to the insurance companies. The posting from this
column will be a charge to solicitors’ commission and a credit
to solicitors’ commissions deductible. Thus, the solicitors’commission account will be charged only with commissions actu
ally payable to the solicitors and the solicitors’-commissiondeductible account will show at any one time the amount of
commissions payable to solicitors if the premiums on which they
apply are paid.
These changes may appear somewhat confusing to the reader,
but they are in reality simple. Where a strict cash method is
desired, a simpler and less involved system can probably be
used, but where it is desired to maintain a cash system and all
the advantages of an accrual system, the foregoing suggestions
will be found satisfactory.
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V
UNIVERSITY OF OKLAHOMA

By W. K. Newton
About a year ago it was decided at the university of Oklahoma
that the results attained in the first courses in accounting were
unsatisfactory. Too many students were making failing or
conditional grades, due either to incomplete outside assignments
or to ill-prepared practice sets, and entirely too many were failing
in the advanced courses in accounting. Something had to be
done and it was decided to use supervised laboratory for at least
a portion of the exercise and practice sets. Before making a
complete change in methods, Dr. A. B. Adams, dean of the
school of business, appointed a committee to investigate methods,
credits, etc., in accounting of representative schools throughout
the country. The committee prepared a questionnaire and sent
it to fifty-two colleges and universities.
Of the thirty-six schools reporting, fifteen were actually using
some form of supervised laboratory for the beginning courses in
accounting. Eight other schools had a modified form of super
vised laboratory or would have, being prevented only by lack of
facilities or teaching force. Two schools were devoting an hour
a week for a quiz, the effect of which was similar to a supervised
laboratory. Several mixed methods were used in both the first
and advanced courses. A few schools did not use laboratory
work of any description in any of the courses.
Only a few schools used the supervised laboratory in advanced
accounting, and the majority did not use it at all in the higher
specialized courses.
The answers to the questionnaire clearly reveal that the
tendency is toward supervised laboratory in the first courses.
For the advanced and the special courses there is more or less
variety of methods used, but in general there is little supervised
laboratory required.
Here at Oklahoma we are of the opinion that the variety of
methods used in the first courses is too great. We believe that
some form of laboratory with a measure of supervision is almost
necessary to the successful teaching of the first courses. There
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are three main reasons why this is true: In the first place, the
trend or tendency as stated above is distinctly toward supervision.
In the second place the very nature and content of the courses
demand it. And in the third place, we find that supervised
laboratory for the past year has been successful here.
It is generally recognized that accounting courses, whether
beginning or advanced, should never be given purely as theory
courses. Theories that cannot stand tests of practical applica
tion have little place in a text-book of accounting. Not only
should the practical side not be overlooked, but it should con
stitute a large part of the course. Nor is it necessary to develop
bookkeepers, as perhaps the commercial colleges do, but enough
of the practical work should be given to teach the student that
the names of ledger, journal, account, etc., are more than mere
abstractions. A good practice set generally suffices for much of
the first course, if an actual set of books cannot be kept.
We have observed fewer failures since requiring supervised
laboratory. In most schools of business, the first course is a
required part of the curriculum. So, regardless of the aims of the
school and the abilities of instructors in charge, students take
the beginning accounting courses because of the requirements;
otherwise they might not elect accounting. Some, of course,
take accounting because they expect to pursue the work after
graduation.
With this variety of students, perhaps the one best procedure
is not known. We have found that a close supervision of labora
tory work has eliminated many each semester who would other
wise drag along and finally fail or make a very poor showing.
Supervised laboratory prevents the student from depending upon
his friend or brother, and is a means of getting work from the
student that could not otherwise be secured. The work is done
progressively in the presence of an instructor. The student gets
more from the lectures of the instructor than he would if he
were permitted to work in spurts. The instructor will soon
discover the particular weaknesses of each student, and he can
aid each by follow-up or review exercises and lectures.
Our students are now making a higher average in all accounting
classes where there is supervised laboratory. Regular schedules
keep them from letting the work accumulate, and the time-worn
custom of cramming is chiefly avoided. They pass as they go or
they fail, and there is no need of cramming. Very few students
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complain of grades, since grading is more accurate, and few
students dislike the laboratory.
There are several reasons why there should be more uniformity
in credit hours for accounting courses. The transfer of credits
from one institution to another by undergraduates would be
greatly facilitated. There would be little lost credit and little
overlapping of subjects. A student would be able to pursue
undergraduate work at one institution with a definite plan in
mind to take the final year at another school, and yet have few
overlapping credits.
Again, uniformity will assist in standardizing the accounting
curricula of schools of business. Certain schools should not
give more credit for certain subjects than do others; the credit
and the work should be the same. Cost accounting should be
cost accounting wherever found, and the same should be true of
other special courses as well as the regular first and advanced
courses.
Standardization would be of prime importance to the various
state boards of accountancy and to the American Institute of
Accountants, since ratings would be more easily determined.
Reciprocity between boards where scholastic requirements have
to be met would be facilitated, and ultimately it would mean
more uniformity in board examinations.
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EDITORIAL
Joseph French Johnson died January
Joseph French Johnson 22nd at Newfoundland, N. J., and was
buried at Dana, Massachusetts. This
announcement will create a feeling of deep regret in the minds of
those who have been readers of The Journal of Accountancy
for many years. His services in the early days of accountancy in
this country were noteworthy and his direction of the editorial
department of The Journal of Accountancy was largely re
sponsible for the growth of the magazine in its formative years.
He was a man who seemed to have an infinite capacity for work,
and, in spite of the great demands that were made upon him by his
labors as dean of the school of commerce of New York university
and his association with other educational institutions, he found
time to devote constructive effort to the upbuilding of this publi
cation. As a writer he had a smooth and effective style and his
general knowledge of business and money enabled him to write
convincingly upon the subjects which were his chief consideration.
His books on money and business are of enduring value. The
Journal of Accountancy here records its deep regret at the
passing of Dean Johnson and extends to his family sincere sym
pathy.

A correspondent in Arizona has given
prolonged thought to what should be
done to bring about the most desirable
conditions in the practice of accountancy. And he seems to have
reached the conclusion that one of the fundamental troubles is
due to the attempt to draw the line between public practice and
private employment. There is nothing absolutely novel about
his contention that employment as an officer of a corporation is
equivalent to public experience, but there seem to be so many
men who have the same mistaken idea that it may be permissible
What is Practice?
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to present some of the arguments on the other side.
respondent says:

The cor

I believe the requirement of most states, that an accountant desiring
to take the state examination as certified public accountant must have
been doing the work of a public accountant for three years before he can
be admitted to the examination, unjust.
What difference does it make if one is a public accountant or a private
accountant? Is not his knowledge the essential upon which everything
else depends? Is a doctor who has passed all of his medical examinations
and has been certified that he may practise medicine any less a doctor
because he works for a fixed sum for one concern only? Or a lawyer,
the second of the professions which we try to follow as the third, is
he less of a lawyer, because a firm has retained him as their private
counsel?

This raises the whole question as to the use of the expression
“public accountant” or “certified public accountant” in con
tradistinction to accountant of any other kind. Most of the
members of the profession probably wish that there were some
word which would describe professional practice and nothing
else. Everyone who keeps accounts and many who have merely
a bowing acquaintance with a ledger are in the habit of describing
themselves as accountants. The ordinary bookkeeper may have a
certain amount of justification in the claim that he is an account
ant because he does spend his time or part of it in the handling
or making of accounts; but there is no virtue whatever—and
this has been said repeatedly—in the theory that a man who is
a good keeper of accounts has a right to describe himself as a
public accountant. The designation “certified public account
ant” should be rigidly restricted to the professional practitioner.
It is anomalous to speak, for example, of a controller of a corpo
ration as a certified public accountant. The thing contradicts
itself.
The correspondent asks what is the
difference between public and private
practice and attempts to draw an anal
ogy between the physician, the lawyer and the accountant. Let
us take him at his word and admit that there is an analogy. The
physician who is engaged, let us say, as an examiner for a lifeinsurance company and spends his whole time in that occupation
may be an excellent theorist, but is it to be expected that he will
have the broad, comprehensive knowledge of medicine that
follows general practice? The lawyer who devotes all his energies

Comparison with
Other Professions
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and professional knowledge to solving the problems and directing
the policies of one client may be an excellent theorist in law but he
is certainly not likely to be as well equipped for the general prac
tice of his profession as is the man who has devoted his time to the
service of a number of widely differing clients. The accountant,
therefore, who day in and day out is engaged in the affairs of one
corporation cannot be expected to have the wide range of knowl
edge or the breadth of vision which is attainable by the truly public
accountant. This must not be interpreted as any attempt to
disparage the ability of men in private employment. Many of
them are far abler than the average of public practitioners. It is
nothing to their discredit to say that they are not professional
accountants any more than it is to say that they are not compe
tent surgeons. Public practice and surgery merely happen not
to be their vocations. Our correspondent says somewhere in his
letter that the word “public” is at best only an attribute. If he
means by this that the word has no significance he answers
his own question. The word “public” has a definite mean
ing and it should be used only where and when that meaning
applies. Too many people seem to regard the word “public”
as an attribute, or perhaps it would be better to say as an
ornament.

A man who has been much addicted to
the advertisement of his professional
attainments writes to protest against
the rules of conduct of the Institute because they frown upon his
philanthropic desire to educate the public. He feels that the
public needs instruction and that it is incumbent upon him to do
rather more than his share in bringing light into dark places.
This is an old argument. It has been used by some of the most
reprehensible advertisers as a justification for their activities.
There seems to be a way, however, to permit the conduct of
educational campaigns without any breach of professional rules;
and to those who feel as this correspondent feels it may be sug
gested that they continue to educate the public and to expound
the merits and advantages of professional accountancy. Every
properly worded educative effort is worth while if it be entirely
divorced from personal advertisement. If our friend will enter
into an agreement with the accountants of his vicinity and pre
pare and disseminate correct information it can be done without
Philanthropic
Advertising
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any mention of the name of the author. Several state societies
and some chapters of the Institute are doing this kind of thing and
the Institute’s bureau of public affairs is carrying on a work which
is having much effect in the enlightenment of the public mind.
One wonders if the advertiser who is so purely philanthropic
as this correspondent professes to be would be equally eager to
carry on the campaign of education with his name entirely
omitted. That is the test of philanthropy.
Sundry bills are being introduced in
state legislatures for the amendment of
laws providing for the certification of
public accountants. Most of the state legislatures being now in
session, the opportunity for amendments of existing laws or the
substitution of entirely new laws leads to many kinds of proposals,
some of which are dictated by little more than a desire to obtain
registration without examination for persons who have been
unable or who feel that they would be unable to pass the tests
demanded by present laws. The committee on state legislation
of the American Institute has found it necessary to make protest
against some of the suggested legislation and at present the in
dications are that the most unworthy bills which have been in
troduced will be defeated either by committee or on the floor of
the several legislatures concerned. There is, however, another
class of proposed legislation which deserves and receives general
commendation. It is admitted that many of the state laws are
either weak in themselves or are badly administered, and where it
seems possible to bring about reform without jeopardy to the
profession it is hoped that the desired results will be obtained.
In general the bills proposed follow to some extent the legislation
of Maryland, especially its restrictive clause prohibiting the prac
tice of public accounting except by specific permission of state
authorities appointed to grant such privilege.
Legislation Opposed
and Proposed

A recent decision by the supreme court
of Oklahoma to the effect that restric
tive legislation of this kind is uncon
stitutional has created a great deal of interest and accountants
throughout the country are anxious that the matter should be
definitely settled. It is hoped that a test case will arise under
such a restrictive law as that of Maryland and that it will be

The Question of
Constitutionality
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carried to the court of last resort. There should be no doubt in
the minds of legislators or of the public as to the ability to enforce
a restrictive law. Either such laws are unconstitutional, and
therefore without effect, or they may be enforced and the pro
fession protected. In response to a request from the committee
on state legislation of the Institute, J. Harry Covington, the
Institute’s counsel, has prepared an opinion on the subject.
The full text of this opinion was published in the Institute’s
bulletin of February 16th and has probably been read and care
fully considered by many of our readers. Pending a definite
decision by the highest court on this important subject it would
be improper to attempt editorial comment upon the point at
issue. The matter to a large extent is sub judice. The opinion
given by Judge Covington, however, is noteworthy and many
accountants will feel grateful to the counsel of the Institute for
preparing so thoughtful an expression of the legal aspects of the
case. Restriction is largely dependent upon an adequate defini
tion of professional accounting. This is the rock upon which
many efforts to limit the practice may be wrecked. If the defini
tion be incomplete it will not be effective, and if it go too far
it may defeat its own purpose. Probably no definition will be
finally satisfactory until it has been tested by experience and
amended to meet conditions which cannot be foreseen. The
development of effective restriction is not unlike that which
accompanies income-tax legislation. The earlier tax laws were
quite unsatisfactory and could not be enforced without liberal ad
ministrative interpretation. Each succeeding law is generally
supposed to be better than its predecessor. So we hope that the
definition of practice will go on from year to year developing
gradually to a point at which it may be said to be accurate and
comprehensive.

In the editorial pages of The Journal
Accountancy for January, 1925, we
discussed the action of the New York
stock exchange in regard to the audit of accounts of members.
Regret was expressed that the president of the stock exchange,
writing to the president of the American Institute of Account
ants, had indicated that the rule requiring audits was not what
had been expected. It was pointed out “that an audit by inde
pendent accountants is not required, it being optional with the
Stock-exchange
Audits

of
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member or firm as to whether or not outside accountants are
employed, the only point being that such audits as are made
must be satisfactory to the committee on business conduct.”
This application of the idea of compulsory audit compares most
unfavorably with the ruling of another great exchange. The
Monetary Times of Canada describes the development of the
stock exchange of Montreal. The periodical quotes the president
of that exchange to the effect that outside of London it is the
leading stock exchange in the British empire, while in America
it ranks second in importance to the New York stock exchange.
The requirements which are laid down in regard to membership
are interesting. Purchase of a seat does not itself constitute
membership. ‘‘The applicant must comply with certain qualifica
tions and measure up to a certain standard of character, respon
sibility and financial resources, and must get six-sevenths of the
votes before being admitted. To maintain its best traditions
and further to safeguard the interests of the investing public, a
by-law was passed some months ago, making it obligatory for
every member to furnish proof of his solvency. This is complied
with by submitting at least once in every six months a certified
statement from a chartered accountant to the effect that in his
(the auditor’s) opinion the said member is solvent, according to
the books examined by him and explanations and information
received. Stringent penalty is provided for failure to submit
such statement. When the first audit under the above provision
was made every member stood the test.” At the conclusion of
the article from which we have quoted there is reference to the
action of the New York stock exchange in the evident belief that
an audit in New York is to mean the same thing that it means in
Montreal. No doubt the time will come when all stock-exchange
houses in America will see the wisdom of engaging public ac
countants to conduct audits of their books and records. This
will be brought about in part by regulation and in greater part
by public demand. But for the present the rules applicable in
two great American stock exchanges are not identical.

Several readers of The Journal of
Accountancy have asked what can be
done to prevent the circulation of let
ters, post cards, etc., in which accountants are offered commissions.
An objectionable circular has been received in which the author

Offers which Annoy
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offers to purchase notes and trade acceptances receivable, and
then says, "You are in a position to recommend accounts. We
will protect you as a broker on all transactions.” There seems to
be nothing that can be done directly in such circumstances. The
circular is not illegal in any sense. The Institute has no juris
diction. State boards cannot effectively prevent. Indirectly
the most effective action is inaction. If those offering commis
sions to accountants find that accountants universally condemn
the suggestion and ignore the firms or persons who make the offers,
solicitation will cease. A concern which has no regard for good
taste is not likely to lose sight of financial considerations, and if
circularizing of the kind mentioned is unproductive it will come
to an end. The unfortunate part of it is that there should be
anyone so ignorant of the facts as to waste his time and annoy
practitioners by ill-advised efforts to inflict commissions upon
those who will not receive them.
But on the other hand there is some
thing to be said. A concern which is
engaged in the manufacture of station
ery and office equipment recently addressed a letter to the In
stitute which is worthy of reproduction. Here is a firm which
is as anxious as any firm to build up its business and to increase
its volume of sales, but it recognizes that there are ways proper
and improper. The letter reads in part as follows:

Some See the Light

Our salesmen frequently tell us that they are shut out of certain business
in the loose-leaf and filing line because some accountants have devised
systems for certain business houses and have specified the purchase of
certain goods other than ours, because they, the accountants, were paid
a commission by the house that furnished the supplies.
We will not pay commission to any one but our own salesmen for the
recommendation, or even the sale, of our products, because we do not
consider this good business ethics.
Having a little idea of the high standards of your organization, I
presume that such a practice is considered unethical. If it is, I would
like to have you tell me so and explain your position in the matter so we
can go to our salesmen with some such statement as this:
“The American Institute of Accountants does not countenance the
acceptance of commission for the recommendation or sale of goods.”
I will await your reply with much interest.

This is a good letter and it may be commended to the considera
tion of those who write the other kind. We deplore the statement
in the first paragraph that accountants have accepted commis
sions. We trust that this is an unfounded belief.
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Something should be done about Feb
ruary. There is not enough of it.
Even in its quadrennial condition of ex
pansion it is out of step with the rest of the calendar. A great
deal may be said for the thoughtful gentlemen who have been
devising various plans for the reform of our method of com
puting time, and perhaps out of their manifold cogitations there
may be evolved something which may be better than what we
have. But as the matter stands at present the difficulty seems to
increase year by year. No blame may be attached to any par
ticular person for the incidence of two important birthdays in this
shortest of months, but the fact remains that out of a poor twenty
eight there must be taken four Sundays, and now, in most of the
states, two additional holidays so that there are six days which
from the standpoint of business are dies non. That was bad
enough, but let there be added to the complication the fact that
February is one of the three months in which accountants are
most hardly pressed. And last of all we must add the burden
inflicted by federal income-tax laws which drive almost every
accountant to distraction when he remembers the impending
ides of March. Assuredly something must be done about
February.
From time to time it seems to be neces
Anonymity and the
sary
to remind correspondents that if
Waste Basket
they forget to sign their names they
cannot be given consideration. There is a well-known and wise
rule in the offices of all reputable publications that anonymous
correspondence shall find its way immediately to the waste
basket. Sometimes the correspondence which comes in without
signature has true merit and might be published to advantage.
In other cases the anonymity covers sheer cowardice. During
the past month we received a letter from someone who forgot to
attach his signature. His complaint seemed to be that the at
tempt to enact restrictive legislation was for the purpose of creat
ing a monopoly. The gentleman’s spelling was original and
entertaining. His arguments are forgotten but they could not
have been impressive. One point in his letter, however, lingers in
memory. He dares The Journal of Accountancy to publish
his letter. If our masked friend will send a letter bearing evi
dence of his identity the challenge will be in better order. One
who dares not to sign his name is a poor judge of courage.
Too Small a Month
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Edited by Stephen G. Rusk

Income-tax matters are within the province of accountancy to a large
extent. That this is so has become generally recognized by taxpayers as
well as by lawyers. A great many of the latter profession have equipped
themselves with a familiarity with accountancy theory and have employed
accountants with practical experience, so that they would not be handicapped
in handling tax cases entrusted to them.
Taking this cue from the lawyers many accountants are equipping them
selves with a working knowledge at least of that which constitutes evidence
and the legal machinery as to the proper presentation of proof of the validity
of a taxpayer’s case.
For a number of years accountants have familiarized themselves with the
laws with reference to income, profits, stamp, excise and estate taxes. They
are finding however that this knowledge must be supplemented with a knowl
edge of the rules of evidence, court procedure and cognate matters. This
phase of accountants' equipment has been forced to their attention by the
somewhat formidable nature of proceedings prescribed by the United States
board of tax appeals.
It is undoubtedly the fact that there is much to be said in praise of the
board, its methods and its workings. It has expedited final decision of tax
cases, some of which had remained unsettled for a long time. Its proceed
ings have been carried on with dignity and progressively. Questions at issue
between the bureau of internal revenue and taxpayers have been clarified by
the exclusion of extraneous matter. In short, the board, now about six
months old, has done its work without fuss and splurge, but in a thorough and
businesslike way, and in that short period has disposed of a large number of
cases.
A brief glance at the published decisions indicates that a comparatively
small number of taxpayers’ cases is handled by accountants. In view of the
accountant’s more intimate knowledge of that which is pertinent in most
tax cases and of the usual lack of comprehension of accountancy matters by
the lawyers, this fact is surprising. This condition, however, seemed in
evitable when the rules for practice before this board were first promulgated,
and the disparity as between lawyer and accountant representatives of tax
payers will become greater unless the accountants equip themselves effectively
to handle cases before this body.
An attorney in the solicitor’s department of the bureau of internal revenue,
in a spirit of helpfulness, in commenting upon the fact that some accountants
lack the knowledge of legal procedure which would enable them most effec
tively to present their cases before the board, offered a few hints. Among
those that seem most pertinent are the following:
Be careful in the preparation of petitions that only such facts are alleged
as can be proven.
Be sure of the fact that you can prove to the board that it has jurisdiction
in the case you wish it to hear.
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Remember that proofs that have theretofore been offered to the bureau of
internal revenue are not available to the board without the consent of the
bureau, though this evidence can be subpoenaed. It is advisable to be pre
pared with evidence in addition to that which has been submitted to the
bureau as well as a repetition of the evidence formerly submitted.
The above are the more important of the hints given, but they should be
supplemented by those appertaining to exactitude, clarity and conciseness in
preparing papers and documents that enter into the case. Remember that
the board, however sympathetic it may be to a taxpayer’s plight, takes nothing
for granted but must have the facts stated to it. One should also know the
law and the method of procedure so that he may be aware of any errors
committed by the attorneys for the bureau and be on the alert to direct atten
tion to them.
While the functions of the board are more or less deliberative and it knows
the law and its own methods of procedure, the decisions it makes are based
upon its opinion and interpretation of what it holds has been proven by the
evidence submitted to it. If the evidence for the taxpayer is confused or
inadequate the fact will undoubtedly create doubt in the minds of the adjudi
cators as to the merits of the taxpayer’s contentions and will militate against
his obtaining the relief to which he may be justly entitled.

SUMMARY OF RECENT RULINGS
The husband and wife may each compute the earned income on $10,000,
if both husband and wife actually rendered personal services for which each
received $10,000 or more and they filed separate returns. (I. T. 2126.)
Amounts paid out in prizes and the expenses of operating baseball pools
are not deductible as expenses of carrying on a trade or business where such
pools are operated in the state of Wisconsin. The taxpayer should report
the entire receipts from the operation of the pools, without credit for any
deductions. (I. T. 2127.)
Losses in betting on horse races are not deductible when incurred in the
state of New York.
The commissioner cannot consolidate returns and tax companies as a single
unit, for section 240 (d) of the act of 1921, merely gives him authority to con
solidate the accounts of two or more related trades or businesses for the pur
pose of making an accurate distribution of gains, profits, income, deductions
or capital. (Sol. Mem. 2396.)
Board of tax appeals has no jurisdiction to determine appeals from de
ficiencies in tax imposed by statutes prior to the act of 1916. (App. David
Mills, decision 81.)
If the taxpayer is entitled to a deduction the board will allow it even though
it was not claimed by the taxpayer in his original return or at any hearing
before the commissioner.
The board has jurisdiction to review a proposed assessment of the 50%
addition to tax for filing a false and fraudulent return.
The board has jurisdiction over appeals from deficiencies arising from the
“special assessment” provisions of the act of 1918. (B. T. A. decision No.
97.)
Taxpayer is entitled to a deduction under 1918 act for exhaustion of patents
under which he holds and exercises rights, in the conduct of his business.
Failure by taxpayer to claim such deductions in his original return does not
constitute the exercise of an election or option and does not preclude the
claiming of such deduction later. (B. T. A. dkt. 35.)
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TREASURY RULINGS
(T. D. 3654, December 8, 1924)
Income and excise profits taxes—Revenue acts of 1916 and 1917—Decision
of court
1. Revenue Act of October 3, 1917—Retrospective Application—Con
stitutionality—Dissolved Corporation.
The act of October 3, 1917, which is retrospective, as of January 1, 1917,
is constitutional, and its provisions are applicable to a corporation which
was in existence during part of the year 1917, but was dissolved prior to the
passage of the act.
2. Dissolved Corporation—Act of October 3, 1917—Returns.
A corporation which was in existence during the year 1917, but was dis
solved prior to the passage of the act of October 3, 1917, must file an incometax return and excess profits tax return covering the period from January 1,
1917, to the date of its dissolution as provided by the act of October 3, 1917.
3. Dissolved Corporation—Liability of Stockholders.
Where, upon the dissolution of a corporation assets are distributed to
stockholders, the latter are liable as trustees for the government to the extent
of assets received for federal taxes due and unpaid by the corporation.
4. Dissolved Corporation—Regulations.
The revenue act of October 3, 1917, not having specifically provided a
method of collecting the tax against a dissolved corporation, the commis
sioner of internal revenue was empowered by section 1003 of the act to
promulgate reasonable regulations. Articles 61, 203, and 205 of regulations
33 (revised) held to be reasonable.
5. Statute of Limitations, Section 250 (d), Revenue Act of 1921.
The limitation upon suits by the government provided in section 250 (d)
of the revenue act of 1921, can be set in motion only by the affirmative,
honest act of the taxpayer. The failure to file a return as required by law,
or the filing of a false and fraudulent return suspends the operation of the
statute. Neither general statutes of limitations, nor general doctrines of
laches apply to the government.
6. Same—Returns.
The filing of a return under the provisions of the revenue act of 1916, and
the act of March 3, 1917, in the case of a corporation dissolved in July, 1917,
and the failure to file a return under the revenue act of October 3, 1917, pre
vents the bar of the statute in a suit against stockholders to recover addi
tional taxes due from the corporation.
7. Dissolved Corporation—Returns—Penalties.
The filing of returns under prior acts does not satisfy the requirement of
filing a return under the act of October 3, 1917, and the failure to file such
a return results in a liability for penalties prescribed for failure to file.
The following decision of the district court of the United States for the
district of Nebraska, Omaha division, in the case of United States v. Nelson
B. Updike et al., is published for the information of internal-revenue officers
and others concerned.
District Court of the United States, District of Nebraska, Omaha
Division. No. 651
United States, complainant, v. Nelson B. Updike, Elmer A. Cope, Edward Updike,
Otis M. Smith, Gorton Roth, and Robert B. Updike, defendants
memorandum opinion by the court

Woodrough, district judge: The Missouri Valley Elevator Co. was organ
ized in Nebraska in 1910, and continued in business until July 31, 1917, when
it was dissolved in accordance with the terms of the Nebraska law providing
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for the dissolution of corporations, and its assets were distributed to the
persons who were then stockholders.
The government brings this suit in equity to compel the stockholders to
account for the assets so received by them, to the extent of paying to the Gov
ernment the amount of taxes which were assessed on account of the corpora
tion’s earnings from January 1, 1917, to May 31, 1917, under the provisions
of the revenue act of October 3, 1917.
The corporation had, pursuant to the regulations designated May 31, 1917,
as the close of its fiscal year, and seasonably made its returns and paid the
taxes due from it under the revenue acts of 1916 and March 3, 1917. But
after the dissolution of the corporation and the distribution of its assets to the
stockholders, all accomplished about August 1, 1917, the position was taken
by those who had been the managing officers that the provisions of the revenue
act of October 3, 1917, were without application to the corporations so dis
solved, its officers, or its stockholders.
Such was also the ruling of the commissioner of internal revenue, as shown
by the letter of Deputy Commissioner L. F. Spear to two taxpayers in New
York, dated October 27, 1917, declaring that a corporation dissolved in June,
1917, would not be subject to the tax imposed by the act of October 3, 1917,
But on November 17, 1917, this ruling was reversed, and upon the authority of
the decision of the United States Circuit Court of Appeals in Brady v. Anderson
(240 Fed. 665), it was ruled that a corporation which was dissolved during the
year 1917, prior to the approval of the act of October 3, 1917, is subject to the
tax imposed by that act. Regulations 33, article 61, was thereupon promul
gated as follows:
Art. 61. Corporation dissolved prior to October 4,1917.—A corporation which
was dissolved in 1917, prior to passage of the war revenue act of October 3,1917,
is subject to tax under the act of September 8,1916, as amended, and also to the
war income tax and the war excess profits tax imposed by the act of October 3,
1917.—Brady et al. v. Anderson (240 Fed. 665). A corporation so situated will
make a return on revised Form 1031, covering the period in 1917 during which
it was in business prior to its dissolution. If it shall have previously made a
return covering this period and shall have paid any excess profits tax under the
act of March 3, 1917, it shall be entitled to credit for the amount of such tax
so paid against any excess profits tax assessable against it under Title II of the
act of October 3, 1917.
In line with the position that the law of October 3,1917, imposed no tax on a
dissolved corporation, its former secretary on March 26, 1918, returned to the
collector of revenue at Omaha the blank form No. 1031 referred to in regula
tions 33, article 61, called “corporation income tax return,” and left it entirely
blank except the name and address of the corporation typewritten in the space
provided therefor. Accompanying the blank was a letter from the former
secretary reciting the dissolution of the corporation and the distribution of its
assets to the stockholders after reserving and paying the federal income tax
and excess profits tax for the fractional period of the year 1917 then ascertain
able and pursuant to the returns of the corporation duly made, amended, and
filed. The former secretary of the company further stated in the letter:
I am addressing this communication to you because I held the position of
secretary of said corporation prior to its dissolution, and because I am aware of
the regulation known as article 61 of the regulations in reference to the income
tax of October 3, 1917 (but which I am advised is erroneous), and in order that
a statement of the facts in this matter may be made for your records.
Afterwards and in October, 1918, the commissioner caused an examination to
be made of the books and records of the corporation and an inspector working
under the commissioner made up an excess profits tax return for the corporation
on the form 1031 specified in regulations 33, article 61, together with a report
reciting among other facts and figures that there was no one with authority to
sign any return. The commissioner thereupon, and in November, 1919, assessed
against the corporation an additional tax according to the rates provided in the
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act of October 3, 1917, in the sum of $34,561.92, which, being unpaid, is the
subject of this suit.
There is no evidence that the audits and computations made by the commis
sioner are wrong, but the defendants deny liability. They insist that the first
ruling of the department was right and that the later and present attitude is
wrong.
A case presenting the question squarely, whether tax should be collected from
the stockholders of a corporation earning income during the period covered by
the tax law but dissolved before final enactment of the law was before the United
States district court of Montana in United States v. McHatton (266 Fed. 602;
T. D. 3043). It was held:
It was the corporation’s duty to pay all taxes lawfully imposed upon it. Taxes
can be thus imposed by retrospective law. (Brushaber v. Railway Co., 240
U. S. 20, 36 Sup. Ct. 236, 60 L. Ed. 493, Ann. Cases 1917 B, 713, L. R. A. 1917 D,
414.) The corporate duty of payment can not be escaped by dissolution.
(U. S. v. Loading Co. (D. C.) 192 Fed. 223.) And see 28 Op. Attys. Gen. 241;
Brady Case, 240 Fed. 665, 153 C. C. A. 463, certiorari denied 244 U. S. 654, 37
Sup. Ct. 652, 61 L. Ed. 1373.
Although taxes are not debts, and in respect to them the government is not a
creditor, both being of higher nature, no reason is perceived why they are not
within the principle that those who gratuitously take all a debtor’s property,
to the extent thereof, may be held to respond for his present debts and obliga
tions inchoate or vested, or for the damages thereby inflicted—the sometime
“trust fund” doctrine, so far as corporations are concerned.
When defendants took the corporation’s property there was right in plaintiff
to thereafter impose further taxes. To pay any such taxes was an obligation of
the corporation. The right was in its nature inchoate; the obligation was
contingent. Defendants took subject thereto. The contingency happened;
the right vested. The act of September 8, 1916, to this extent takes effect by
relation as of the first of the year, and prior to distribution and dissolution.
Accordingly defendants are liable.
Also in United States v. Boss & Peake (285 Fed. 410; T. D. 3442) the United
States district court of Oregon reached the same conclusion in a case where the
tax involved was under the act of October 3, 1917, as it is in the present case,
and the corporation was dissolved in June of that year. The court there said
that the tax provision of the act of October 3, 1917, is retrospective as of
January 1, 1917, and that it is not unconstitutional, and that stockholders
taking the assets upon dissolution of the corporation were liable for the pay
ment of the tax, and decree was entered for the amount of the tax due with
interest and penalty.
It is urged that those precedents ought not to be followed in this case. The
defendants here have pleaded in their answer “that if the said act of October 3,
1917, be so construed as to become applicable to a corporation organized under
the laws of the state of Nebraska, whose corporate existence had been termi
nated in accordance with such laws prior to the passage of said act, or if the
said act be so construed as to make unlawful or to invalidate the lawful distribu
tion of the assets of said corporation, the Missouri Valley Elevator Co. made
to its stockholders prior to the passage of the act, and while such distribution
was lawful and permitted under existing laws, then the said act of October 3,
1917, in so far as it may be so construed or applied, is contrary to the provisions
of the fifth amendment to the constitution of the United States in that it
deprives these defendants of their property without due process of law, and
denies to them the equal protection of the laws and will result in taking their
property for public use without just compensation.”
They have thus squarely presented the question of the constitutionality of
the law on which the government’s case rests if it is to be construed so as to
impose liability on defendant.
But in the argument counsel for defendants have further insisted that even if
the law so construed were constitutional and even if congress did have power to
enforce such a tax against stockholders of the dissolved corporation, that in
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fact congress did not exercise such power. They insist that congress did not,
by its language in this act, include a corporation which had dissolved prior to
the enactment and, a fortiori, did not impose liability on the stockholders.
The act of October 3, 1917, provides:
Sec. 4. That in addition to the tax imposed by subdivision (a) of section ten
of such act of September 8, 1918, as amended by this act, there shall be levied,
assessed, collected, and paid a like tax of four per centum upon the income
received in the calendar year 1917 and every calendar year thereafter, by every
corporation, . . . subject to the tax imposed by that subdivision of that sec
tion, except that if it has fixed its own fiscal year, the tax imposed by this section
for the fiscal year ending during the calendar year 1917 shall be levied, assessed,
collected, and paid only on that proportion of its income for such fiscal year
which the period between January 1, 1917, and the end of the fiscal year bears
to the whole of such fiscal year.
The provision of the law of 1916 referred to and designating the corporations
subject to the tax is:
Sec. 10 (a) That there shall be levied, assessed, collected, and paid annually
upon the total net income received in the preceding calendar year from all
sources by every corporation, . . . organized in the United States, no matter
how created or organized ... a tax, . . .
A reading of the statute itself makes it clear that it was the will and the inten
tion of congress to derive revenue from the profits that were made by this cor
poration during the part of the year that it was in business. It explicitly states:
“there shall be levied, assessed, collected, and paid a tax upon the income
received by every corporation organized within the United States,” and the
period specifically includes the period during which the income was received
by this corporation. The statute does not speak as to corporations “organized
and existing,” but doubtless of set purpose departs from the familiar phrase
“corporations organized and existing,” so as to broaden the application of the
law and in a positive way include every corporation organized in the United
States and so to include this corporation, which was a corporation organized in
the United States and which did receive an income within the period, and as
to that income congress specifically imposes the tax. It would appear, there
for, that if a course of reasoning can be followed to the conclusion that no tax
became due in respect to this income, the conclusion could not rest upon any
failure of congress to declare its will and intent to the contrary with clearness
and certainty.
But it is argued that because an income tax is a tax in personam it must fail
against a corporation dissolved before the law imposing the tax was finally
enacted.
A similar contention as to the nature of income taxes was very elaborately
presented in a case involving the constitutionality of the Oklahoma income
tax law. The state of Oklahoma laid an income tax upon incomes of non
residents derived from their business carried on within the state. It was urged
that an income tax is in its nature a personal tax or a “subjective tax imposing
personal liability upon the recipient of the income,” and that as to a nonresident
the state had no power to impose such liability because the person was not
within its territorial jurisdiction. The supreme court said:
This argument, upon analysis, resolves itself into a mere question of defini
tions, and has no legitimate bearing on any question raised under the federal
constitution.—Shaffer v. Carter (252 U. S. 37, 55).
It would seem the same answer is applicable here. It is conceded that con
gress had the power to lay the tax in respect of the income of the corporation,
and in most positive and direct terms it declared its will and purpose to do so.
If, being defined as a tax in personam the tax would fail because of prior dis
solution of the corporation, then the mere question of the definition ought not
to be deemed to have any legitimate bearing upon the duty of the court to
carry out the expressed will of congress in a matter as to which it concededly
had constitutional power to legislate.
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But it is insisted that because no way is set forth in the statute to ascertain
the income or to assess or collect the tax, and no person is there designated to
make return or payment, the tax must fail on that account, and this argument
is naturally interwoven with the insistence upon the nature of the tax as one in
personam.
In the enactment of the law of October 3, 1917, congress had in mind that
instances would arise where the provisions for its enforcement in the collection
of the tax would be inadequate or lacking and section 1003 is as follows:
That in all cases where the method of collecting the tax imposed by this act
is not specifically provided, the tax shall be collected in such manner as the
commissioner of internal revenue, with the approval of the secretary of the
treasury, may prescribe.

As no method of collecting this tax against a dissolved corporation was specifi
cally provided in the act it became the duty of the commissioner to make regu
lations, and as he has done so, there is open to the court only the inquiry
whether his regulations are reasonable and fairly calculated to carry out the
expressed will of congress. Under his regulations, reservation of funds must
be made by dissolving corporations to cover the tax, and, failing that, the tax
shall be collected by suit against the stockholders. Such regulations appear
to be in conformity with the duty imposed by section 1003, and suggest no
unfairness toward the taxpayers, and are unassailable in the courts. The
amount of the tax having been determined by audit of the books and records
of the corporation, and information duly received by the commissioner, and
assessed and levied according to the rates prescribed by the act, there remained
the lawful duty to bring suit as prescribed by lawful regulation.
It is contended, however, that the suit against the stockholders contravenes
settled principles of equity, not only because there has not been a judgment at
law previously obtained against the corporation itself, but because there is no
trust fund doctrine recognized by federal courts which could reach the assets
in the hands of the stockholders receiving them upon lawful dissolution. It is
presented that at the time the corporation dissolved the dissolution was legal
and in strict conformity with the laws of the state, and that therefore no wrong
was involved in receiving the assets, and no trust could arise with respect to
them.
It was stated by counsel in argument that the defense would not rest upon the
first suggestion as to the failure of the government to sue the corporation at
law before bringing this suit in equity against the stockholders because there
was denial of liability as to either the corporation or stockholders, and mere
multiplication of suits would be useless.
To my mind the expressions of the court in the analogous case of United
States v. McHatton, supra (T. D. 3043), correctly and adequately dispose of the
issue:

When defendants took the corporation’s property, there was right in plaintiff
to thereafter impose further taxes. To pay any such tax was then an obliga
tion of the corporation. The right was in its nature inchoate; the obligation
was contingent. Defendants took subject thereto. The contingency hap
pened; the right vested. The act ... to this extent takes effect by relation
as of the first of the year, and prior to distribution and dissolution.
In the subsequent case of United States v. Boss & Peake (T. D. 3442) the same
view of the law was adopted and applied almost without discussion. The court
said (285 Fed. 410; 418):
It is claimed by Boss that, at the time of the transaction between him and
Peake (concerning transfer of stock) the tax was not in their minds, and that
therefore it did not enter as an element in their agreement; that only the cur
rent liabilities were assumed by him. . . . The parties were . . . required to
take notice of the power of congress to enact a retroactive measure of the kind
denoted by the act of October 3, 1917. . . . The tax provision of the act of
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October 3, 1917, is retrospective as of January 1, 1917, but the act is not
unconstitutional because of that provision.
By way of amplification merely, it may be taken as true that the trust fund
doctrine does not apply in the federal courts to raise any trust in those funds
of a corporation which have been paid out at a time when the corporation was
not rendered insolvent thereby, or was not insolvent, and only applies to the
benefit of creditors who were such at the time of the disbursements. But if
the construction of this tax law, which seems so obvious to me, is correct, then
the government was, at the time of the dissolution, in the same position as an
existing creditor. Its power to levy the tax then existed. The obligation to
respond to the exercise of the power, although at that time an inchoate obliga
tion, was as binding as any other valid debt of the corporation, and the law
imputes knowledge to all participants. In fact, as disclosed by the pleadings
congress had already at the time of the dissolution proceeded so far toward the
final passage of the act that on July 3, 1917, the house bill was reported to the
senate with the finance committee amendments, changing but little the higher
income and excess profits tax rates contained in the bill as passed by the house.
And the bill with amendments was printed in July in the Congressional Record,
Vol. 55, in part 5, pages 4632 to 4637.
In addition to these considerations I am persuaded that the regulation itself
ex proprio vigore compels the court to entertain this suit against the stock
holders. Congress does not provide in the act of October 3, 1917, how this
tax as to dissolved corporations shall be collected. It does empower the com
missioner, with the approval of the secretary of the treasury to provide a
method by regulation. Regulations have been duly promulgated to the effect
that reservation of funds to pay the tax must be made on dissolution of the
corporation, and, failing that, the tax may be collected by suit against the
stockholders. This regulation must be given the force and effect of law be
cause it is in all respects reasonably adapted to the enforcement of the act of
congress and is not in conflict with any statutory provision of law.—Maryland
Cas. Co. v. United States (251 U. S. 342; T. D. 3013).
The principles announced by the supreme court in U. S. v. Chamberlin (219
U. S. 250; T. D. 1674) are also applicable here when it is postulated that the
act of October 3, 1917, is applicable to this corporation. The supreme court
in that case said that by the internal revenue laws the United States are not
prohibited from adopting any remedies for the recovery of a debt due to them
which are known to the laws of the state. It is said that such was the rule as
to the British crown, and the rule respecting the British crown is applicable to
this government, and it has been applied frequently in the different states, and
practically in the federal courts. It is said to be settled that so much of the
royal prerogatives as apply to the king in his capacity of parens patriae or
universal trustee enters as much into our political state as it does into the
principles of the British constitution. (See also U. S. v. N. C. & St. L. Ry. Co.,
249 Fed. 678; T. D. 2697.)
An ordinary contract creditor whose debt existed before the dissolution
could have pursued the assets of the corporation into the hands of the stock
holders and a fortiori the government may do so.
There remains the question whether the right of the government was lost by
lapse of time when this action was commenced on the 24th day of April, 1924.
An accurate and concise digest of the various limitation provisions applica
ble to income and profits taxes under the revenue acts from 1916 to 1921,
inclusive, is found on pages 1029 to 1034, Holmes Federal Taxes, 1923. Study
of the provisions there digested shows that the statute of limitations govern
ing in this case is section 250 (d) of the revenue act of 1921, as follows:
Sec. 250 (d) The amount of income, excess profits, or war profits taxes due
under any return made under this act for the taxable year 1921, or succeeding
taxable years, shall be determined and assessed by the commissioner within
four years after the return was filed, and the amount of any such taxes due
under any return made under this act for prior taxable years or under prior
income, excess profits, or war profits tax acts, or under section 38 of the act
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. . . approved August 5, 1909, shall be determined and assessed within five
years after the return was filed, . . and no suit or proceeding for the collec
tion of any such taxes due under this act or under prior income, excess profits
or war profits tax acts, or of any taxes due under section 38 of such act of
August 5, 1909, shall be begun, after the expiration of five years, after the
date when such return was filed, . . .
The salient feature of the statute of limitations incorporated in this section
250 (d) is that it can be set in motion and started to run only by the affirmative,
honest act of the taxpayer and not otherwise. Prior statutes had either
omitted limitations provisions altogether or had allowed mere lapse of time or
official delay to destroy the government’s right, or had fixed the limitations
starting point at the time of a discovery by the commissioner. But such
policies are entirely abandoned in this act, and nullum tempus occurrit regi
as to any tax imposed by any of the laws specified from 1909 to 1921 unless and
until the taxpayer honestly makes and files his return under that law. Then
and not until then time runs in his favor to the complete extinction of his
liability at the end of five years in the case of the October 3, 1917, act. If the
taxpayer fails or refuses to make such a return as the law contemplates, or
willfully makes a false and fraudulent one, proceedings will lie against him to
recover the tax at any time.
After dissolution of this corporation its former secretary sent back to the col
lector of revenue the blank form provided for making the return for the tax
under the law of October 3, 1917, and declared that the corporation was not in
existence and had no officers, directors, or stockholders, and that there was no
money or property of the corporation in existence, and said that he was ad
vised that the regulation, meaning the one requiring return for the tax of Octo
ber 3, 1917, was erroneous. It is contended that the corporation should be
deemed to have made return and to have taken sufficient affirmative action to
start the statute in its favor, because its returns under the 1916 act and the
act of March 3, 1917, being honestly made and filed in July and September,
1917, fairly disclosed its gains and profits for the period covered by the act of
October 3, 1917. The argument is that, the corporation having in this way
honestly given the commissioner the basis to compute the tax under the
October 3, 1917, law, and then having frankly and fully disclosed all the facts
as to the dissolution and distribution of the assets, and having made clear its
claim of no liability, the government’s right to the tax, if any it ever had,
should be deemed barred—it not in five years after August, 1917, when the
returns were made and filed by the corporation, at least five years after the
commissioner was directly and fully informed of all the facts. Full informa
tion having been brought to the tax officials, it is claimed the statute started
to run.
Probably limitations statutes would begin to run in an ordinary creditor’s
suit against stockholders to subject assets received by them from their corpora
tion as soon as there is disclosure of all the facts and denial of liability. But
neither general statutes of limitations nor general doctrines of laches apply to
the government. As to it the general law is that no lapse of time bars the
enforcement of its right. The government’s right, therefore, continued and
has not been lost unless the statute (sec. 250 (d)) expressly bars it.
The statute does expressly bar any suit to recover an income or excess-profits
tax begun more than five years after return was filed under the particular act
which lays the tax. The phraseology of section 250 (d), which treats of “a
return made under an act” and “a tax due under a return made under an act,”
seems cumbersome on first reading, but the purpose is not really ambiguous.
These phrases are adapted from the actual working out and daily administra
tion of the income-tax laws; they are exactly descriptive and applicable to the
actual situation before the revenue department was known to congress. Under
each income-tax law there are regulations promulgated to carry out that law,
and then blank forms of return are prepared to meet the requirements of each
particular law. These blank forms are submitted to the taxpayer to be filled
out and verified by him, and when he has filled out the blank, added the verifi
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cation, and delivered the document to the proper officer, then the taxpayer is
said to have made and filed return under the designated law. And the plain
meaning of congress in section 250 (d) is that such a making and filing of return
under any one of the revenue acts will start the statute in favor of the taxpayer
and against the government. There is nothing in the statute to imply that
anything other than such making of return under the particular act would set
the statute in motion.
Certainly nothing was done by this corporation in the case at bar that pre
sents any equivalent of the action prescribed by congress necessary to start the
statute, namely, the making of a return under the act of October 3, 1917. The
fact that return was made under the act of September 8, 1916, is of no avail to
defendants. Neither is the fact that return was made under the act of March
3, 1917. The making and filing of a return under a particular act being the
starting point of the statute, it is of far-reaching importance that no ambiguity
be injected into a situation that stands clear and certain on the face of the law.
Determination and assessment of the tax has to be made under a particular
law. In the regular and ordinary course such determination and assessment
is upon the basis afforded by the return of the taxpayer under that law. No
time bars such determination and assessment of a tax under a particular law
until the return is made and filed under that particular law.
In the case at bar it is very clear that the officers of the corporation were
advised that there was no liability upon either the corporation or its stock
holders under the act of 1917, and, being so advised, they failed and refused
to make a return such as the statutes and the regulations require, and, having
so failed and refused the statute did not run in favor of the corporation or of
the present defendants.
Cases might arise where there would be controvertible questions whether
certain acts of a taxpayer should be construed to be “ making a return ” so as to
start the running of the limitations—but in this case the deliberate intention is
shown on the part of the corporation and its officers to disavow any obliga
tion under the law either to pay the tax or to comply with the regulations as to
making returns. Their position has been consistent that they were not re
quired either to make returns or to pay any tax. Such being their attitude
they avoided the only thing which could start the statute, viz., the making and
filing of a return. Accordingly the time that has passed since the enactment
of the law of October 3, 1917, has in nowise affected the government’s right to
recover the tax.
The matter of penalties for failure to make return is closely related to the
question here involved. If this corporation had not dissolved but had con
tinued in profitable business its next fiscal year would have ended May 31,
1918. Under the revenue act of 1918 the taxes imposed by the act of October
3, 1917, were entirely superseded by the new taxes for 1918, so that the cor
poration would have had to pay under the 1918 act, and not under the October
3, 1917, act for that period of its fiscal year between January 1, 1918, and
May 31, 1918. Many corporations so circumstanced made their returns
during 1918 in conformity with the act of October 3, 1917, but did not make
the return required under the 1918 act. The question arose as to when pen
alties would accrue against them for failing to make returns for the tax for the
first part of their fiscal year 1918. The matter is discussed in the opinion of
the advisory tax board (T. B. R. 31) C. B. 1-247:

The opinion of the advisory tax board is requested as to whether the addi
tional taxes shall be assessed and specific penalties asserted in the case of corpo
rate taxpayers, which, prior to the passage of the revenue act of 1918, filed tax
returns for fiscal years ending during that year, but are delinquent in filing sup
plemental returns required by the revenue act of 1918.
The general extension of the time to June 15, 1919, for completing corporate
returns is understood to apply to corporations making returns on the basis of
fiscal years ending in 1918, as well as to corporations making returns on the
basis of the calendar year 1918. It is suggested, doubtless because such fiscal
year corporations have already filed returns for the fiscal year 1918, in accord
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ance with the provisions of prior laws that corporations which are delinquent
in filing supplemental returns for such fiscal years ending in 1918 should not
be subject to additional taxes or penalties by reason of such delinquencies.
The filing of supplemental returns by corporations having fiscal years ending
in 1918 is essential to the proper administration of the revenue act of 1918, and
all reasonable measures should be taken to compel such filing. A corporation
which has duly filed its return for such a fiscal year, as required by previous
laws, may be entitled to some consideration on this account and may have some
reason for the belief that it has performed its full duty. On the other hand,
such a corporation is bound to know at its peril of its duty to file such supple
mental return. The extension to June 15, 1919, of the time for filing gives
ample opportunity to a corporation to prepare its supplemental return, espe
cially since many of the items included therein will be identical with items
included in the return previously filed. The filing of a return for a fiscal year
ending in 1918, as required by previous laws, is not therefore in and of itself a
“reasonable cause” within the meaning of the statute (see revised statutes,
section 3176, as amended by section 1317 of the revenue act of 1918) for failure
to file the supplemental return. It seems therefore, that from the standpoint
of the government it is necessary as well as legal, and from the standpoint of
the taxpayer it is not unfair, to assess additional taxes and assert penalties
against corporate taxpayers which are delinquent with respect to such sup
plemental returns.
This ruling has been consistently adhered to by the department as a settled
rule in the orderly administration of the law and in the last internal revenue
Bulletin, Vol. III, August 4, 1924, No. 31, page 10, there appears the following
opinion:
Reference is made to memorandum submitted asking for advice as to the
correct method of computing the 25 per cent penalty on account of failure of the
M. Company to file a return on form 1120 for the fiscal year ended February 28,
1918, within the time prescribed by law.
It appears that the corporation filed timely corporation income tax return,
form 1031, and a corporation excess-profits tax return, form 1103, for the fiscal
year ended February 28, 1918, in accordance with the provisions of the revenue
act of 1916, as amended, and the act of 1917, which returns disclosed a tax
liability of 5X dollars, which was assessed. Subsequently the corporation filed a
delinquent corporation income and profits tax return, form 1120, in accordance
with the revenue act of 1918, for the fiscal year in question, which last-men
tioned return, form 1120, disclosed a total tax liability for the fiscal year of 6x
dollars, upon which total tax liability a penalty of 2x dollars was assessed.
The revenue act of 1918 imposes a tax upon the entire net income received by
a taxpayer during the entire period of any fiscal year ended in the calendar year
1918. Section 205 of said act specifically so states, and makes provisions that
any amount theretofore or thereafter paid on account of the tax imposed for
such fiscal year by title I of the revenue act of 1916 as amended by the revenue
act of 1917 and title I of the revenue act of 1917 shall be credited toward the
payment of the tax imposed for the same period by the revenue act of 1918.
It necessarily follows that the tax previously imposed under the revenue acts
of 1916 and 1917 for any fiscal year beginning in 1917 and ending in 1918, or for
any part of such year, is superseded by the tax imposed under the revenue act
of 1918, and that any return for a fiscal year beginning in 1917 and ending in
1918, filed after the passage of the revenue act of 1918, must be considered as an
original return made under that act.
The penalty for failing to file a timely return under the revenue act of 1918,
as fixed by section 3176, revised statutes, as amended by the revenue act of
1918 is 25 per cent of the tax, which could mean nothing other than the amount
of the tax under the 1918 act.
It is therefore concluded that if a taxpayer filed a timely return under the acts
of 1916 and 1917 for a fiscal year ended in 1918, and later, after the passage of
the revenue act of 1918, filed a delinquent return under the 1918 act for the
same fiscal year, and there was no reasonable cause for the delinquency, there
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should be assessed 25 per cent of the total tax under the revenue act of 1918.
In other words, in the case of the M. Company, the 25 per cent delinquency
penalty attaches to the total tax under the revenue act of 1918. Of course, any
amount heretofore or hereafter paid as a result of the timely returns under the
acts of 1916 and 1917 filed for the fiscal year ended in 1918 prior to the passage
of the revenue act of 1918 must be credited toward the payments of the tax
imposed for such fiscal year by the revenue act of 1918.
In Beam v. Hamilton (289 Fed. 9; T. D. 3519) the court of appeals in the
sixth circuit upheld the imposition of a 50 per cent penalty against a taxpayer
under this same act of October 3, 1917. He had filed an income tax return but
failed to fill out the necessary blanks to show his liability for excess profits taxes
imposed by the act of October 3, 1917. The court on analysis of the act of
October 3, 1917, and prior acts, shows that there were carried into the law of
October 3, 1917, necessary provisions requiring returns to be made and author
izing regulations therefor to be promulgated as well as fixing penalty for failure
to comply. The facts that the taxpayer did make and file certain returns re
quired did not save him from the penalty assessed against him for failure to
make the specific and regular returns under particular and specific provisions
of the law and regulations.
Whether it is a question of penalties against the taxpayer or limitations in his
favor the question is to be determined as to a particular law under which the
return is made or refused. As stated by the advisory tax board in its opinion
the orderly administration of the revenue law requires that the time be certainly
fixed when penalties accrue for failure to make returns, and when the statute
starts running because of good faith returns duly made. Such certainty would
be impossible if acts that were not so intended could be construed into “ making
return,” or if anything short of what the statute clearly intends should be taken
as a substitute either to avoid penalty or to start the statute running. If
liability to pay a particular tax is denied the making and filing of a return
under that particular law which assumes to lay the tax is the only means open
to the protestant to start the statute in his favor.
I find that the act of October 3,1917, supplemented by the proper regulations,
required and obliged the corporation herein to make true and accurate re
turns on the particular form provided, namely, form 1031, and under oath, so
that the commissioner could proceed to determine and assess the tax. Com
pliance was necessary before any question of limitations could arise. No such
return having been made or filed the statute was never set in motion.
Such being the conclusion of the court it will be ordered that the plaintiff
have decree against the defendants as prayed.
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Note.—The fact that these solutions appear in The Journal of Account
ancy should not cause the reader to assume that they are the official solutions
of the board of examiners of the Institute. They merely represent the opinion
of the editor of this department.

AMERICAN INSTITUTE OF ACCOUNTANTS
Examination in Accounting Theory and Practice

Part II—Continued
No. 2 (16 points):
A partnership, under the firm name of Bond & Young, commenced a general
commission business, January 1, 1904.
Bond contributed $5,000 and Young $500 as their respective capital invest
ments in the business.
The partnership agreement provided that Bond should receive four-sevenths
of the profits and Young, three-sevenths, no interest to be allowed on partners’
accounts.
They wish to separate as at January 1, 1924, Bond to continue the business
as at present conducted, taking over all the assets and assuming all liabilities;
Young to retire and pay any indebtedness to the firm he may have incurred or
receive whatever amount to which he may be entitled.
You are called upon, the latter part of April, 1924, to ascertain and, from the
data furnished herewith, report as to whether Young is debtor to the firm or
creditor and to what extent.
No books of account were kept, except that the accounts receivable were
recorded and all the cheque-book stubs were available. From these, it was
gathered that Bond and Young each drew out of the business an average of
$20,000 per annum.
The following properties were in the firm name January 1, 1924:
Farm lands in Virginia......................................................................
(Giving an average yearly yield of $75,000 from produce, the
crops maturing in March)
Fruit orchards in Florida—cost........................................................
(Averaging a $48,000 harvest, the crops maturing in January)
Auto. and trucks...............................................................................
(Depreciated value, January 1, 1924)
Cash in bank......................................................................................
Building—Washington street, New York.......................................
(Present value)
Furniture & fixtures—cost................................................................
(Averaging age of five years)
Accounts receivable—good..................................................... .........

$250,000

Total....................................................................................

$820,000

The only liabilities being:
Accounts payable...............................................................
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10,000
75,000
150,000

10,000
105,000
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Solution:
In order to determine whether Young is debtor or creditor to the firm and to
what extent, it is necessary to add the amount of his investment and his share
of the profit, and deduct his drawings. This in turn necessitates the deter
mination of the profits and this can be done only by single entry. This re
quires the preparation of a statement of assets and liabilities as of December 31,
1923.
In preparing the statement of assets and liabilities, it is necessary to reach a
decision as to the value of the maturing crops. It seems fair to pro-rate these
earnings on a monthly basis, assuming that the crop which matures in March is
three-fourths earned at December 31, and that the crop which matures in Janu
ary is eleven-twelfths earned at December 31. The furniture and fixtures are
depreciated at the rate of 10% per annum.
Bond & Young
STATEMENT OF ASSETS AND LIABILITIES, DECEMBER

31, 1923

Assets:
Farm lands in Virginia:
Value of land........................................................ $250,000
Estimated value of crops:
Annual income $75,000; crops maturing in
March; three-fourths regarded as accrued at
December 31, 1923..........................................
56,250 $306,250
Fruit orchards in Florida:
Value of orchards................................................. $220,000
Estimated value of crop:
Annual income $48,000; crops maturing in
January; eleven-twelfths regarded as accrued
at December 31, 1923......................................

$44,000 $264,000

Auto and trucks—depreciated value...........................................
10,000
Cash in bank................................................................................
75,000
Building—Washington street, New York................................... 150,000
Furniture and fixtures.................................................
10,000
Less depreciation for five years at the rate of ten
per cent per annum......................................
5,000
5,000

Accounts receivable.....................................................................

105,000

Total assets........................................................................... $915,250
Liabilities:
Accounts payable.................................................................. 120,000
Net assets.............................................................................. $795,250
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Bond & Young

31, 1923
Net worth, December 31, 1923........................................................... $795,250
Less investments, January 1, 1904:
Bond............................................................................
$5,000
Young..........................................................................
500
5,500
PROFIT-AND-LOSS STATEMENT, JANUARY 1, 1904, TO DECEMBER

Increase in net worth.......................................................................... $789,750
Add drawings:
Bond—$20,000 per annum for 20 years..................... $400,000
Young—$20,000 per annum for 20 years...................
400,000 800,000

Total profit......................................................................... $1,589,750
Divided as follows:
Bond—4/7........................................................................................ $908,429
Young—3/7...................................................................................... 681,321

Total.................................................................................... $1,589,750

Bond & Young
STATEMENT OF CAPITAL ACCOUNTS, JANUARY 1, I904, TO DECEMBER 31, 1923

Investments, January 1, 1904.........................
Profits for 20 years..........................................
Total.........................................................
Less drawings...................................................
Net worth, December 31, 1923...............

$5,000
908,429

$500
$5,500
681,321 1,589,750

$913,429 $681,821 $1,595,250
400,000 400,000
800,000
$513,429 $281,821

$795,250

No. 3 (10 points):
The American Manufacturing Company owns all the capital stock of the
Columbia Selling Company. Condensed balance-sheets of these companies,
as at December 31, 1923, were as follows:
American Manufacturing Company
All assets.........................................................................................

All liabilities...................................................................................
Capital stock..................................................................................
Capital surplus, arising from appreciation of plant.......................
Earned surplus...............................................................................
Columbia Selling Company
All assets........................................................................................

All liabilities...................................................................................
Capital stock..................................................................................
Earned surplus...............................................................................
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$1,500,000

$ 300,000
700,000
200,000
300,000
$1,500,000
$ 250,000

50,000
100,000
100,000
$ 250,000

$

The Journal of Accountancy
The Columbia Selling Company is incorporated under the laws of X state.
It has been decided, in order to effect certain savings, to incorporate, as at
December 31, 1923, a new company of the same name under the laws of the
state of Y and increase the capital stock to $150,000, which is to be owned by
the American Manufacturing Company.
There will be no change in the assets or liabilities, no cash or its equivalent
being introduced in the reincorporation.
Prepare condensed balance-sheet for the Columbia Selling Company after
the reincorporation and state your reasons for the changes made in capital
stock and surplus.

Solution:
Columbia Selling Company
CONDENSED BALANCE-SHEET, DECEMBER 31, 1923

All assets...............................................................

$250,000

All liabilities....................................
Capital stock........................................................
Capital surplus......................................................

$50,000
150,000
50,000
$250,000

The fact of reincorporation means that what was earned surplus to the old
company can not be regarded as earned surplus to the new company; the excess
of the net assets over the par value of the stock issued at the time of reincor
poration is paid-in surplus, which appears in the foregoing balance-sheet as
capital surplus. It might also appear as premium on stock.
The fact that the new company is incorporated in the state of Y while the
old company was incorporated in the state of X, is immaterial. The essential
fact is that the old company goes out of existence and a new one takes its place;
hence profits earned before the beginning of the life of the new company can
not be regarded by that company as earned surplus.
The $50,000 of capital surplus is, however, available for dividends. This is
not the result of the fact that it was earned surplus of the old company; any
premium on stock is available for dividends.
The problem does not ask for any statement of the entries to be made by the
holding company to give effect to the reincorporation of the subsidiary, but the
point is interesting. The following comments on this phase of the problem are
not to be regarded, however, as an essential part of the solution.
The holding company should make no entries whatever to record the re
incorporation of its subsidiary, since no change has occurred in the value of its
stock holdings. At most the holding company could only regard the additional
stock received as a stock dividend.
But the reincorporation will give rise to certain problems in connection with
the preparation of consolidated balance-sheets at the date of, and at dates
subsequent to, the reincorporation. The method of preparing the consolidated
balance-sheet will depend upon the price paid by the holding company for the
stock of the old company, and upon whether the holding company has followed
the practice of carrying the stock at cost or has taken up the earnings of the
subsidiary. It is impossible to illustrate all possible conditions, but two illus
trations may be helpful.
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Let us assume that the holding company purchased the stock of the old
subsidiary, $100,000 par value, at a date when the subsidiary had a surplus of
$25,000, and that the holding company paid $140,000 for the stock. Let us also
assume that the holding company has carried this stock at cost. Of the
$1,500,000 of assets shown on the holding company’s balance-sheet, therefore,
$140,000 represents the carrying value of the subsidiary stock, and $1,360,000
represents the value of other assets. The working papers for the preparation
of a consolidated balance-sheet of the two companies immediately prior to
the reincorporation of the subsidiary, would be:
WORKING PAPERS

American Columbia Eliminations Consolidated
Assets
Stock of Columbia Com
$140,000
pany............................
Eliminate book value
at acquisition:
$100,000
Par.......................
25,000
Surplus.................
$15,000
Goodwill....................
1,610,000
Other assets.................. ... 1,360,000 $250,000
$1,500,000 $250,000

Liabilities
All liabilities................. ...
Capital stock:
American...............
Columbia...............
Capital surplus.............
Surplus:
American..............
Columbia...............
Eliminate surplus at
acquisition.........
Remainder.............

$300,000

$125,000

$1,625,000

$350,000

$50,000

700,000

700,000
100,000

$100,000
200,000

200,000

300,000

300,000

100,000
25,000

75,000
$1,500,000

221

$250,000

$125,000

$1,625,000

The Journal of Accountancy
From these working papers the following balance-sheet would be prepared:
American Manufacturing Company and Subsidiary
CONSOLIDATED BALANCE-SHEET, DECEMBER 31, 1923

Assets
Goodwill.........................
Other assets....................

Liabilities
All liabilities...............
Capital stock.............
Capital surplus, arising
from appreciation of
land......................
Surplus........................

$15,000
1,610,000

$1,625,000

$350,000
700,000

200,000
375,ooo

$1,625,000

It will be noted that the surplus shown in the foregoing consolidated balancesheet consists of the holding company’s surplus of $300,000 plus the $75,000
increase in subsidiary’s surplus since the date of acquisition.
Let us now consider the working papers to be prepared in making a consoli
dated balance-sheet at the same date, but immediately after the reincorpora
tion. The entries for the reincorporation are given effect to in the subsidiary’s
balance-sheet, but no change has been made in the holding company’s balancesheet.
WORKING PAPERS

American Columbia Eliminations Consolidated
Assets
Stock of Columbia Com
pany............................
$ 140,000
Eliminate book value
at acquisition..........
$125,000
Goodwill..............
$15,000
Other assets........................ 1,360,000 $250,000
1,610,000
$1,500,000 $250,000

Liabilities
All liabilities.......................
Capital stock:
American....................
Columbia....................
Capital surplus:
American....................
Columbia....................
Surplus...............................

$300,000

$125,000

$50,000

$350,000

700,000

700,000

150,000

$150,000

200,000

50,000

25,000 *

300,000
$1,500,000 $250,000
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It will be noted that the entire stock of the subsidiary has been eliminated;
this is necessary because no stock is outstanding in the hands of minority
interests. But since the book value of the stock at acquisition was $125,000,
only this amount can be eliminated from the stock account on the asset side
of the working papers; therefore only $125,000 can be eliminated from the
liabilities. Hence, after eliminating $150,000 from the stock on the liability
side, it is necessary to make a negative elimination, or addition, on the surplus
line.
The balance-sheet which would be prepared from these working papers
would be identical with that prepared from the preceding working papers.
It would show a surplus of $375,000, consisting of the $300,000 of surplus
shown by the holding company’s books, and the $75,000 of earnings made by
the subsidiary subsequently to the date of the acquisition of the stock by
the holding company.
It might appear that the holding company should not show any of the sub
sidiary’s earnings as surplus, since these earnings have now been converted
by the reincorporation into capital surplus. This is open to debate. The
accumulated earnings are certainly $375,000, of which $300,000 are holding
company’s own earnings, and $75,000 are earnings of the holding company
on its investment in the subsidiary. On the basis of that argument alone the
showing of $375,000 of surplus would seem to be justified. But it is also true
that the subsidiary can now pay only $50,000 in dividends, this being the
amount of the paid-in surplus or premium on stock of the reincorporated
subsidiary. If, therefore, it is desired to show as consolidated surplus only the
amount which the holding company could pay as dividends to its stockholders,
the surplus would be reduced to $350,000, consisting of the holding company’s
own surplus, and the $50,000 which the subsidiary is able to pay as dividends
to the holding company, and which the holding company could in turn pay
to its stockholders. The remaining $25,000 of the subsidiary’s surplus earnings
since acquisition by the holding company, would be shown on the consolidated
balance-sheet as capital surplus.
No. 4 (20 points):
It is proposed to make the following changes in the capital of a certain
company in order to reduce the annual expenses appertaining thereto.
An issue is to be made of $1,100,000, 10-year, 5%, first mortgage bonds
with a first lien on the plant and equipment and $1,000,000, 10-year, 6%,
second mortgage bonds, giving a general lien on all the assets of the company,
subject to the prior lien of the first-mortgage bondholders.
All the bonds are redeemable at par: they are to be sold to an underwriting
syndicate at 95, the syndicate to pay all expenses of the issue.
The proceeds from the sale of the bonds are to be used to redeem the out
standing balance of 18,475 shares ($1,847,500) of 8%, second preferred stock
at 105 as provided by the terms of the issue. All the second preferred shares
are then to be canceled.
(Assume a quarterly dividend on second preferred stock to have been de
clared, payable at date of redemption.)
The common stock is to be changed into shares of no par value, in the pro
portion of five new shares for one old share. This stock appeared on the last
balance-sheet as follows:
Common stock authorized, 115,000 shares, par value $100
Issued, 6,000 shares, book value at date of formation of the com
pany........................................................................................
$1,250,514
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Prepare a balance-sheet giving effect to the proposed changes with regard
to bonds, capital stock and surplus in accordance with the foregoing data and
the following details:
1st preferred convertible, 8%, authorized 35,000 shares, par value
$100—
Total outstanding, 24,315 shares..................................................
$2,431,500
Sinking fund, on deposit with trustee, to retire 1st and 2nd, pre
ferred stocks...........................................................................
1,275,833
Surplus...........................................................................................
731,252
All preferred shares previously purchased had been canceled and written
off at cost from the sinking fund.
Show how much the company should save by this new arrangement and
mention any advantages or disadvantages to be derived therefrom.
Solution:
The balance-sheet before financing, the changes resulting from financing,
and the balance-sheet after financing, are shown in the following working
papers:
WORKING PAPERS

Before
Financing

Assets
Sinking fund....................... $1,275,833
Other net assets.................. 4,371,369
Discount on first mortgage
bonds...........................
Discount on second mtge.
bonds...........................
Cash....................................

Financing Transactions
Credit
Debit

$55,000 A

After
Financing
$1,275,833
4,371,369
55,000

50,000 B
1,045,000 A $1,939,875 C
950,000 B
36,950 D

$5,647,202

50,000

18,175

$5,770,377

Liabilities
$2,431,500
First preferred stock.......... $2,431,500
Second preferred stock.. . . 1,847,500 $1,847,500 C
$1,100,000 A 1,100,000
First mortgage bonds........
1,000,000 B 1,000,000
Second mortgage bonds. . .
Dividends payable............
36,950
36,950 D
600,000
600,000
Common stock...................
638,877
Surplus................................
731,252
92,375 C
$5,647,202 $4,076,825

$4,076,825

$5,770,377

The financing transactions are explained as follows:
A—Issue of first mortgage bonds, par value..................... $1,100,000
Discount—5%......................................................
55,ooo

Cash proceeds..................................................................$1,045,000
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B—Issue of second mortgage bonds, par value....... $1,000,000
Discount—5%..............................................................
50,000
Cash proceeds...............................................................

$950,000

C—Redemption of second preferred stock, $1,847,500. While the sink
ing fund was established for the retirement of both the first and
second preferred, the problem states that the second preferred was
retired from the proceeds of the bonds.
D—Payment of dividend on second preferred stock.

From these working papers the following balance-sheet, required by the
problem, is prepared:
Name

of

Company

BALANCE-SHEET, DATE--------

Assets
Cash....................................................................................................
Sinking fund, on deposit with trustee, to retire preferred stock........
Other net assets.................................................................................
Discount of first mortgage bonds payable........................................
Discount on second mortgage bonds payable.................................

$18,175
1,275,833
4,371,369
55,000
50,000
$5,770,377

Liabilities
Preferred, convertible, 8%, capital stock, par value $100 per share;
authorized 35,000 shares, issued and outstanding 24,315 shares $2,431,500
Common capital stock, no par value; authorized ? shares, issued
and outstanding 30,000 shares...................................................
600,000
First mortgage, 10-year, 5%, bonds, due ? ................................ 1,100,000
Second mortgage, 10-year, 6%, bonds, due ? ...........................
1,000,000
Surplus................................................................................................
638,877
$5,770,377

It will be noted that the 30,000 shares of no-par-common stock are shown at
a value of $600,000, which is the par value of the 6,000 shares of old par value
common called in and exchanged. The problem states that the book value of
the common stock at the date of the formation of the company was $1,250,514.
If, at the time of the formation of the company, 30,000 shares of no-par-value
stock had been issued instead of 6,000 shares of par-value stock, the company
might have credited the entire $1,250,514 to the common-stock account, instead
of crediting (presumably) $600,000 to common stock and $650,514 to surplus.
But, after the lapse of years, the change from par value to no par does not
require the conversion into capital stock of an amount which the stockholders
have long regarded as surplus. The conversion from par to no par merely
increases the number of shares and does not necessarily change the distribution
of the common stock equity as between stock and surplus.
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The company makes a saving by eliminating the 8% dividends on the pre
ferred stock and substituting 5% and 6% bond interest rates, as follows:
Dividends at 8% on $1,847,500 of second preferred stock.............
Interest at 5% on $1,100,000 of first mortgage bonds.. . $55,000
Interest at 6% on $1,000,000 of second mortgage bonds 60,000 115,000

Annual cash saving...........................................................
But against this must be charged the annual discount to
be amortized, as follows:
One tenth of $55,000 discount on first mortgage
bonds................................................................... $5,500
One tenth of $50,000 discount on second mortgage
bonds................................................................... 5,000
Net annual saving...........................................................

32,800

10,500
$22,300

Against this saving there may be offset the premium of $92,375 paid for the
retirement of the second preferred stock. This may or may not be a loss prop
erly chargeable against this financing transaction, as there is no information to
show the price at which the preferred stock was being redeemed through the
operation of the sinking fund.
The net annual saving of $22,300 is further subject to the modification that
the financing provided the company with an extra $18,175 in cash, so that the
total interest of $115,000 is not being incurred entirely to eliminate the pre
ferred stock on which annual dividend payments of $147,800 would have been
made.
The problem does not contain any information as to the sinking fund require
ments which prevailed in regard to the second preferred stock, and hence there
is no way to compare the financial burdens of meeting the preferred-stocksinking-fund requirements and the bond-sinking-fund requirements. It is
possible that the meeting of bond requirements of $2,100,000 with a definite
ten year maturity may place a greater strain on the working capital than was
caused by meeting the sinking-fund requirements of the preferred-stock issue.
No. 5 (20 points):
The following items are included in the income-tax return of John Jones,
single, a United States’ citizen living in New York, for the year 1923.
For income-tax purposes, indicate which items are taxable for both surtax
and normal tax, for surtax only, allowable deductions to arrive at net income,
credits against net income for normal tax and credits against tax payable. If
any income or deductions are improperly included, indicate which they are
and why they should not be considered.
Securities sold:
Cost, April, 1922...............................................
$1,000.00
Sold, March, 1923.............................................
700.00
$300.00
Personal exemption........................................................................
Dividends—
U. S. Steel Corporation, common stock................................
Lost Hope Gold Mining Co. of Arizona...............................
(Notice sent with dividend says earned surplus was ex
hausted by payment of last previous dividend)
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Dividend from John Barker & Co., Ltd., London,
England...................................................... £10. o. o.
Less British income tax deducted at source. . .
3. 0. 0.

45.00
13.50

£ 7. 0. 0.
$32.50
Rent paid for business property...................................................
2,500.00
Other business expenses.................................................................
7,500.00
Business income.............................................................................
20,000.00
Interest received on U. S. railway bonds containing 2% tax-free
covenant clause.......................................................................
800.00
Interest received on New York city corporate stock..................
450.00
Interest received on loan to friend...............................................
10.00
Interest paid on mortgage on dwelling house..............................
600.00
Interest paid on bank loans..........................................................
120.00
Taxes, etc. on dwelling house—
Sewer assessment....................................................................
250.00
Regular levy...........................................................................
400.00
Premium paid on life-insurance policy, Jones’ sister, beneficiary
200.00
Payments to Jones’ mother, residing in London—$100 per month
1,200.00
Contributions—
To church...............................................................................
100.00
Red Cross........................................................................
100.00
Golf-club trophy fund....................................................
50.00
Calculation of tax is not required. Classify the items as between income,
deductions, credits against net income for normal tax, credits against tax
payable, non-taxable income and unallowable deductions.
Explain any classification which you think requisite.
All terms are used in the sense employed by the United States treasury
department.

Solution:
This problem refers to income for the year 1923; therefore the solution must
be in accordance with the revenue act of 1921, and regulations 62 relating to
that act.
Income subject to normal and surtax:
Dividend from John Barker & Co., Limited,
London, England..............................................................
Business income........................................................................
Interest on United States railway bonds................................
Interest on loan to friend.........................................................

$45.00
20,000.00
800.00
10.00

Total.................................................................................. $20,855.00
Income subject to surtax:
Dividend on U. S. Steel Corporation, common stock...............
500.00

Total income.....................................................................
Allowable deductions:
Loss on securities sold...........................................
Rent paid for business property............................
Other business expenses.........................................
Interest paid on mortgage.....................................
Interest paid on bank loans..................................
Taxes on dwelling house........................................
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2,500.00
7,500.00
600.00
120.00
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Contributions—
To church................................................
100.00
To Red Cross..................................................
100.00
Total deductions........................................................

11,620.00

Taxable income................................................................... $9,735.00
Credits against net income for normal tax:
Personal exemption............................................ $ 1,000.00
Credit for mother, if taxpayer is her chief sup
port and if she is incapable of self-support........
400.00
Total..................................................................................
Non-taxable income:
Liquidating dividend from Lost Hope Gold Min
ing Company.................................................. $1,000.00
Interest received on New York City corporate
stock. (It is assumed that this stock was
originally issued by the city of New York for
corporate purposes.).......................................
450.00

$1,400.00

Total..................................................................................
Non-deductible items:
Sewer assessment...............................................
$250.00
Premium on life insurance.....................................
200.00
Payments to mother.............................................. 1,200.00
Contribution to golf trophy fund.........................
50.00

$1,450.00

Total.................................................................................. $1,700.00
Credits against tax payable:
British income tax deducted at source...............
$13.50
Interest on tax-free covenant bonds, 2% of
$800.00................................................................
16.00
----------$29.50
Explanation of items excluded:
Dividends from Lost Hope Gold Mining Company.—Liquidation dis
tributions are not dividends within the meaning of the revenue act of
1921. Such distributions are to be applied to reduce the cost or other
basis of the stock.
Interest received on New York City corporate stock.—Interest paid by
states, and subdivisions thereof, is not taxable.
Sewer assessment.—Special assessments are treated as capital expendi
tures under the act; therefore such expenditures are not deductible.
Premium on life insurance.—Insurance premiums are not ordinarily
allowable deductions under the act.
Payments for support of mother are not proper deductions under the
revenue act.
Contribution to golf trophy fund.—This item is not deductible, because
it does not meet the requirements of article 251 of regulations 62.
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No. 6 (10 points):
John Jones, president and owner of 90% of the capital stock of the Jones
Commission Company, asks you to audit the accounts of his company and sub
mit a report to him with copies.
The audit will cover the transactions during the three months ended Decem
ber 31, 1923, and is being made to determine the general accuracy of the records
and the trustworthiness of the accounting staff.
Your report will consist of a general statement in narrative form without
balance-sheet or income statement.
In the reply to your request for confirmation of the bank balance, you are
advised that there is a liability to the bank for a loan amounting to $20,000.
The bookkeeper informs you that this represents the discount of the personal
note of John Jones, drawn to the order of the Jones Commission Company and
credited to his personal account on the company’s books. Your inspection of
the records substantiates this statement and you further ascertain that the
credit to John Jones’ personal account had been extinguished by withdrawals
of cash equalling or exceeding the proceeds of the note.
What action would you take regarding the transactions relative to this note?

Solution:
A comment of the following nature would appear to meet the requirements of
the situation:
“The company was contingently liable, at December 31, 1923, as endorser of
a personal note of John Jones, president of the company, in the amount of
$20,000.00, dated-------- , due-------- , and discounted at-------- bank on------- ,
1923. The credit passed to Mr. Jones’ personal account at the time the note
was received by the company has been subsequently exhausted by withdrawals
of cash.”
The transaction borders too closely upon the ultra vires to go uncommented
upon, but it is probably sufficient to state the facts without attempting to pass
judgment upon their propriety.

Costs

in a

Seasonal Business

The following problem in determining manufacturing costs in a business
which is subject to radical fluctuations in monthly production, involves
interesting points of theory which seem to make it worthy of somewhat lengthy
discussion. The company deals in a product which has a large sale in warm
months and very little sale in cold months. Production tends to follow the
sales curve. However, the skilled labor required for the manufacture of the
article is kept through the dull season so that it will be available for the busy
season; consequently, while material costs vary with the quantity produced,
the labor costs do not similarly fluctuate. The material used is subject to
some variation in cost due to market conditions.
The editor is informed that the figures in the following table represent ap
proximately the experience of the company, some changes having been made
to bring the figures to round amounts. It is believed that these slight changes
do not materially affect the problem.
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Production Costs

1913:
Jan............
Feb............
Mar...........
Apr............
May..........
June..........
July..........
Aug...........
Sept..........
Oct............
Nov...........
Dec...........

Number
100
115

220
3,200
4,600
5,950
6,300
6,750
5,200
850
300
140

Total .

33,725

1924:
Jan............
Feb...........
Mar... ....
Apr............
May..........
June..........
July..........
Aug...........
Sept...........
Oct............
Nov...........
Dec...........

90
75
250
3,720
4,360
6,325
6,720
7,310
6,205
960
412
125

Total .

36,552

Material
$205
240
465
6,850
9,720
11,600
12,975
13,820
11,300
1,875
770
325

Labor

$975
975
1,200
1,200
1,350
1,350
1,350
1,350
1,350
975
975
975

$70,145 $14,025

$215
190
640
8,625
9,485
13,245
14,820
16,280
14,195
2,300
1,120
305

$975
975
975
1,250
1,250
1,250
1,250
1,250
1,250
1,000
1,000
1,000

$81,420 $13,425

Overhead
$480
523
567
695
865
715
735
685
820
1,320
730
640

Total
Each
$1,660 $16,600
1,738 15.113
2,232 10.145
8,745 2.733
11,935 2.595
13,665 2.297
15,060
2.390
15,855
2.349
13,470
2.590
4.906
4,170
8.250
2,475
1,940 13.857

$8,775 $92,945

$515
523
580
628
965
765
730
685
780
1,215
805
720

2.756

$1,705 $18.944
1,688 22.507
8.780
2,195
10,503 2.823
11,700 2.683
15,260 24. 13
16,800 2.500
18,215 2.492
16,225 2.615
4,515 4.703
7.100
2,925
2,025 16.200

$8,911$103,756

2.839

The company has been in the habit of preparing monthly profit-and-loss
statements. The cost of sales shown in these statements has been determined
as follows: Add the quantity in the opening inventory and the quantity pro
duced during the month; add the cost of the opening inventory and the total
of material, labor and overhead entering into production during the month.
Divide the total cost thus obtained by the total quantity (inventory plus
production) to obtain an average cost. Multiply the number of units sold
during the month by this average cost to determine the cost of goods sold, and
multiply the number of units in the inventory at the end of the month by the
same average cost to determine the value of the inventory at the end of the
month. The result of this procedure during the year 1924 was as follows:
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January:

February:

March:

April:

May:

June:

July:

August:

Quantity
1,200
90

Opening inventory . . . .
Production.................

Total.......................
Cost of sales...............

1,290
120

Opening inventory . . .
Production..................

1,170
75

Total....................... ...
Cost of sales................

1,245
115

Opening inventory. . . ...
Production..................

1,130
250

Total............... . ... . ...
Cost of sales...............

1,380
856

Opening inventory. . .
Production.................. . . .

524
3,720

Total....................... • • •
Cost of sales............. . . . .

4,244
3,525

Opening inventory . . .
Production.................. ...

719
4,360

Total...................... . . . .
Cost of sales............... ...

5,079
4,285

Opening inventory. . .
Production................ . . . .

794
6,325

Total..................... ....
Cost of sales

7,119
6,445

Opening inventory . . .
Production................ ....

674
6,720

Total..................... . . . .
Cost of sales............. ....

7,394
6,256

Opening inventory. . . ...
Production................ ....

1,138
7,310

Total.....................
Cost of sales............. ....

7,280
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Average
Cost

$5.678
5.678

Cost
$5,619.60
1,705.00
$7,324.60
681.36
$6,643.24
1,688.00

6.692
6.692

$8,331.24
769.58
$7,561.66
2,195.00

7.070
7.070

$9,756.66
6,051.92
$3,704.74
10,503.00

3.348
3.348

$14,207.74
11,801.70

$2,406.04
11,700.00

2.777
2.777

$14,106.04
11,899.45
$2,206.59
15,260.00

2.453
2.453

$17,466.59
15,809.58
$1,657.01
16,800.00

2.496
2.496

$18,457.01
15,614.98

$2,842.03
18,215.00
2.493
2.493

$21,057.03
18,149.04
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September: Opening inventory....
Production.................... . .

1,168
6,205

Total.........................
• • 7.373
Cost of sales.................
6,320

October:

Opening inventory.... . .
Production....................

2.595
2.595

3.600
3.600

December: Opening inventory....
Production....................

1,680
125

Total
Cost of sales.................

1,805
260

$7,247.59
1,512.00

$5,735.59
2,925.00

1,593
412

Total.........................
. . 2,005
Cost of sales.................
325

$19,132.99
16,400.40

$2,732.59
4,515.00

1,053
960

Total.........................
. . 2,013
Cost of sales.................
420
November: Opening inventory .... . .
Production....................

$2,907.99
16,225.00

4.319
4.319

$8,660.59
1,403.68

$7,256.91
2,025.00
5.142
5.142

$9,281.91
1,336.92

Closing inventory........ . . 1,545
5.142
$7,944.99
It becomes apparent at this point that the use of this method results in a
valuation of the December 31st inventory at $5.142 per unit, although the
average cost of production during the year was only $2,839.
The use of this method also results in profit-and-loss statements which are
practically worthless, as will be apparent from the variations shown in the
following statement. Sales throughout the year were made at a fixed price
of $5.00 per unit.

Month
January..........
February........
March............ .
April...............
May................
June................
July................
August............
September.......
October............
November........
December.........
*Loss.

Statement of Gross Profit by Months—1924
Quantity
Selling
Gross
Sold
Price
Cost
Profit
Per Cent
120
$600.00
$681.36
$81.36* 13.56*
575.00
769.58
115
194.58* 33.84*
856
4,280.00
6,051.92
1,771.92* 41.40*
17,625.00
11,801.70
5,823.30
33.04
3,525
4,285
21,425.00
11,899.45
9,525.55 44.46
6,445
32,225.00
15,809.58
16,415.42 50.94
6,256
31,280.00
15,614.98
15,665.02 50.08
7,280
36,400.00
18,149.04
18,250.96 50.14
6,320
31,600.00
16,400.40
15,199.60
48.10
420
2,100.00
1,512.00
588.00
28.00
1,625.00
1,403.68
221.32
13.62
325
260
1,300.00
2.84*
1,336.92
36.92*

232

Students' Department
The company wishes to prepare its monthly statements and determine
its costs in such a manner as to regard the whole year as a unit, show
ing approximately the same rate of gross profit on sales made during the winter
months as on sales made during the summer months; it also wishes to arrive
at fair values for its inventory at the end of the year; and it wishes to give
effect in its costs to fluctuations in material, labor and overhead costs as be
tween years.
Possible methods of accomplishing this will be discussed in a subsequent
issue.
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Correspondence
“EARLY DAYS OF ACCOUNTANCY”

Editor, The Journal of Accountancy:
Sir: I have read with a great deal of pleasure the first instalment of Mr.
Anyon’s very interesting article Early Days of American Accountancy in the
January issue of The Journal of Accountancy, and am eagerly looking for
ward to the instalments which are to follow.
Mr. Anyon’s reference to the late John Heins as seeming to be the only
representative accountant in public practice in Philadelphia in 1886 is, I be
lieve, subject to modification.
Soon after I entered the employ of Mr. Heins early in 1887, I came into
rather close contact with the late Mr. Lawrence E. Brown, and I can recall
several members of his staff at that time and believe that he had in his employ
at least a dozen men, which was a fairly good force for those days. Mr. Brown
had been in active practice as a public accountant from 1882. He was a man
who devoted himself very closely to his profession and did not take much part
in other activities, so that he was not so likely to be known to members of the
profession outside Philadelphia.
Another man who had an established practice at that time was Mr. John
W. Francis, who had been a public accountant from 1869. Some light is shed
on the question of his standing at the time of which Mr. Anyon writes by the
following extract from a biographical sketch of Mr. Francis read by Mr. J. E.
Sterrett at a meeting of the Pennsylvania Institute of Certified Public Ac
countants on February 15, 1918:
In his vision of the internal development of accountancy, and in view
of the circumstances existing at the time (it was truly a vision and worthy
of a statesman), two things occupied the foreground: education and organ
ization. As early as 1886 he brought together the little group of men who
were then in practice in Philadelphia, and of whom Mr. Lawrence E.
Brown is now (1918) the sole survivor. Several meetings were held in
Mr. Francis’ office, and a plan of permanent organization was worked
out which provided for a charter as an educational institution. The
original minutes of these meetings, almost if not entirely complete, are
now in the possession of the American Institute of Accountants. When
the plans were brought about to the point where an application for a
charter was to be made, early in 1887, Mr. Edwin Guthrie arrived in
America and advised the formation of a national society. The plan for a
local organization was then dropped, and several of the Philadelphia men,
Mr. Francis among them, joined in the formation of the American Asso
ciation of Public Accountants.
Mr. Charles N. Vollum, whom many of the members of our Institute will
recall, took up the work of public accounting in 1875 and played an important
part in accountancy circles in those early days.
There were a number of other Philadelphians who were engaged in the prac
tice of public accountancy, but the four mentioned were the outstanding mem
bers of the profession at that time.
It is a matter for gratification that one so well qualified to write of the early
days of accountancy in this country has undertaken to put his recollections
into print and the profession as a whole is under obligation to Mr. Anyon.
Very truly yours,
T. Edward Ross.
Philadelphia, January 22, 1925.
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Book Reviews
INCOME-TAX PROCEDURE, 1925, by R. H. Montgomery. Ronald Press
Co., New York.

The 1925 edition of the annual classic on the American income tax is in bulk
a twin to the 1924 edition but has the newness inspired by a new revenue act
and by one more year’s experience in the elucidation of ambiguities. It has
chapters devoted to the federal estate tax, the new gift tax and the federal
capital-stock tax, and it has still a few pages on excess-profits-tax procedure
in the form of addenda only, to record what has been officially learned about
those war imposts in the last year. But over ninety per cent of the book is
devoted to the subject indicated by its title, procedure connected with the
income tax, meaning always the federal tax. Profusely and variously indexed,
with the full text of the 1924 act, keys to the sections of the law, the articles of
the regulations and rulings and decisions quoted or referred to and with foot
notes on former procedure, the book is remarkably self-contained.
Those who have become accustomed to look to Colonel Montgomery for ex
pressions of opinion, as distinct from rulings, will not be disappointed, and the
contrasts between the 1921 and 1924 acts offer opportunities for individual
interpretations. Take, for instance, those very significant sections of the law
dealing with gains and losses, their determination, recognition and basis—
probably the most important single subject in the entire income-tax law.
Commenting on the abandonment of the former practical criterion of a gain or
loss, “readily realizable marketable value,” and the substitution of the rule
that a profit must always be determined by considering “the fair market value
of the property received,” the author advises us that the change is entirely
without effect. The test still remains: Has the property received a fair market
value? And if it has not, the transaction is not closed so far as that property
is concerned. What fair market value may mean is also fully discussed in
chapter XXV. Again, the author casts doubt upon the legality of the new
rule for taxing the profit on gifts accrued prior to the date of the gift, by com
pelling the donee to use the donor’s basis in determining the profit on realiza
tion. The similar inconsistency in forcing the use of the predecessor’s basis by
a corporation acquiring property on a tax-exempt exchange or sale seems to be
accepted, notwithstanding the treasury department’s adherence to the princi
ple of the distinct identity of corporations.
In criticizing the retroactivity of this rule, however, the author points out
that two more classes of cases are not covered: those consummated before the
specified dates and those in which the “control” conditions are not met. It is
suggested that there is still a loophole in the law for raising the basis for gain,
depletion and depreciation through a reorganization with the introduction of a
new interest of over 20 per cent for cash. In that case the transaction would
(under section 203 b-4) not be closed so as to render the old stockholders
liable to tax on the gain until they dispose of the new securities.
While all the loopholes in the law may not yet be closed, the author on the
other hand sounds notes of caution to the taxpayer to exercise care in creating
safe conditions for exchanges to comply with all the technicalities of the law.
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For instance, to exchange old bonds for new bonds in the same corporation is
not a “reorganization,” nor does it come within the exempt classes of parallel
exchanges specified in section 203 (b) 1; so that unless it can be brought within
the control provisions of section 201 (b) 4, such a transaction must be brought
to account in computing taxable income. Another illustration: To avoid the
double tax that would fall on a corporation and its stockholders when the
corporation sells its assets at a profit and distributes the proceeds among the
stockholders, the individual stockholders of the selling corporation are re
minded that they should sell their stock to the vendee.
The book in the main upholds the treasury department, and it praises the
new board of tax appeals. There are no criticisms where there is no room for
question, but the reader should not expect to find advice on ways to evade
taxes. While the author does not regard the teeth with which the undistrib
uted-profits tax (section 220) has been armed as any more efficient than the
“pathetic” efforts in the past to “pursue the reluctant dividend,” he does
not offer to artful schemers any plan for circumventing its application.
It is not only in its detailed features that Income-tax Procedure, 1925 is
valuable but in the broad strokes given in the editorial text. Discussions of
the succession of laws we have been blessed with, of the fallacy of tax-exempt
securities and of the need for less definition in the law and more discretion in
its administration, expressions of hope for continuation of executive leadership
and of opposition to retroactive legislation—these are topics that aid the
reader to keep a perspective in viewing the subject of taxation as a part of a
still unfolding history.
But when Colonel Montgomery indulges in one of his favorite pastimes, his
prophecies contradict history. The form his 1925 exposure of the incompe
tence of congress takes is an assurance that if a majority of the “smarter”
sex be elected in 1926 a law of greater simplicity—and of fewer words—will
result. The author’s indignation at the revelation of symptoms of human
nature in a male congress prompts the question: Are not women also people?
Experience answers: Yea, even more so!
Francis J. Clowes.

ACCOUNTING PROBLEMS: ELEMENTARY, By Charles F. Ritten
house, and Atlee L. Percy, McGraw-Hill Book Co., New York.
A book purely of laboratory material, consisting of practical problems and
questions on theory adapted to the first-year student in accounting. The
problems and questions are well graded and varied and may be used readily in
conjunction with almost any text-book or to furnish drill-work supplementary
to lectures. A helpful book for teachers and examining boards.
W. H. Lawton.

236

Current Literature
Compiled in the Library of the American Institute of Accountants
[Addresses of periodicals are given at the end of this section. Photostatic
reproductions (white printing on a black background) of most of the articles
listed in The Journal of Accountancy or Accountants’ Index may be obtained
from the library of the American Institute of Accountants, 135 Cedar Street,
New York, at a rate of 25 cents a page (8½ in. x 11 in.) at 35 cents a page
(11½ in. x 14 in.) plus postage. Members and Associates of the American
Institute of Accountants are entitled to a discount of 20 per cent. Identify
the article by author, title, name of periodical in which it appeared, date of pub
lication and paging. Payment must accompany all orders.)
ACCOUNTANCY
United States

Anyon, James T. Early Days of American Accountancy: pt. 2. Journal of
Accountancy, February, 1925, p. 81-92.
ACCOUNTING
Problems

Rittenhouse, Charles F. and Atlee L. Percy. Accounting Problems: Elementary.
New York, McGraw Hill Book Company, 1924. 266 p.
AUDITING AND AUDITORS

Auditor's Reputation; from the Financial Times. Accountant, December 20,
1924, p. 922.
Powelson, John A. Solutions to Cases and Answers to Questions by John A.
Powelson; Based on the Text—Auditing by William H. Bell. New York,
Prentice-Hall, Inc. c 1924. 175 p.
AUTOMOBILES
Cost accounting

New York University. Bureau of Business Research and New York Whole
sale Grocers’ Association. Motor Truck Cost Accounting System. New
York, New York University Bookstore, 1924. 6 p.+7 forms.
BANKRUPTCY

Berdon, David. Accountant’s Viewpoint of the Bankruptcy Situation.
can Bankruptcy Review, December, 1924, p. 169-72.

Ameri

BANKS AND BANKING
Auditing

Gilbert, F. L. Advance Methods of Protection and Audit in Bank and Trust
Company Operations, Preventing Loss and Increasing Profits through
Scientific Auditing. Trust Companies, January, 1925, p. 95-7.
Cost accounting

Thies, M. H. Cost Accounting and Elimination of Unprofitable Balances; a
Simple Method Applicable to Savings and Commercial Balances. Trust
Companies, December, 1924, p. 729-30.
Wolfe, O. Howard. How to Make an Analysis of the Cost of Accounts. Ameri
can Bankers’ Association Journal, January, 1925, p. 427-31.
BANKS AND BANKING, TRUST COMPANIES
Accounting

Leavell, B. Ashby and Arthur J. Linn. Accounting Requirements for Newly
Installed Trust Departments. Trust Companies, December, 1924, p.
721-4.
BOOKKEEPING

Pacioli on Double-entry Bookkeeping; an Original Translation by Pietro Crivelli.
Accountant, January 24, 1925, p. 174.
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BUDGETS
Business

Our Budget Is a Guide, Not a Tyrant. Factory, January, 1925, p. 53-5, 190.
Schneider, Theodore I. Budgetary Control for the Cloak and Suit Industry.
New York, Maxwell Keller Publishing Co., 1924. 150 p.
Tighter Control through Budgets. Factory, January, 1925, p. 33-4.
CALENDAR

Cherry, Gladstone. Fetish of the Calendar as a Fiscal Year. Journal of
Accountancy, February, 1925, p. 125-30.
CONSIGNMENTS
Accounting

Hammond, E. J. Consignments Account Sales and Accounts Currents with a
Chapter on Joint Venture Accounts. London, Isaac Pitman and Sons,
1924. 152 p.
CONTRACTORS
Accounting

Dingman, Charles F. Accounting and Business Methods for Contractors.
York, McGraw-Hill Book Company, 1924. 175 p.

New

Cost accounting

Contractors Association of Northern California. Contract Cost Keeping and
Cost Codes for Distribution of Cost. 625 Market Street, San Francisco,
Contractors’ Association of Northern California, c 1924. 37 p.
COST AND FACTORY ACCOUNTING

Fordham, Thomas B. What Foremen and Shop Employes Should Know about
Cost Accounting. Manufacturers’ News, December 27, 1924, p. 17-20.
Holl, Norman A. Costs for Executives: cont. Industrial Management,
January 1925, p. 24-7.
Manning, Anthony B. Elements of Cost Accounting. New York, McGrawHill Book Company, Inc. 1924. 166 p.
Pelton, G. M. Cost Accounting, a Profit-maker. Manufacturers’ News,
December 20, 1924, p. 24-30.
Ryall, R. J. H. Reconciliation of Cost Accounts. Business Organisation
and Management, January, 1925, p. 291-4.
Stevenson, Charles R. Predetermined Costs. Manufacturers’ News,
January 31, February 7, 1925, p. 146, 169-70.
DRUG TRADE
Costs

Harvard University. Graduate School of Business Administration. Bureau
of Business Research. Operating Expenses in the Wholesale Drug Business
in 1923. Cambridge, Harvard University Press, 1924. 73 p. (Bulletin
No. 46.)
DRUGS

American Drug Manufacturers Association. Proceedings, 1924. 507 Albee
Bldg., Washington, D. C.
Contents: Report of the Committee on Uniform Cost Accounting.

DRY GOODS
Accounting

National Retail Dry Goods Association. Report and Digest of the Proceedings.
Fifth Annual Convention, Controllers' Congress, June 16, 17, 18, 19, 1924,
200 Fifth Avenue, New York, National Retail Dry Goods Association.
142 p.
DYEING
Cost accounting

National Association of Dyers and Cleaners. Profit and Loss Operating
Statement. Railway Exchange Building, St. Louis, Mo. 1 p.
EDUCATION

Heilman, Ralph E. Training for Accounting at Northwestern University.
Journal of Accountancy, February, 1925, p. 111-13.
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ELECTRIC AND STREET RAILROADS
Stores systems

Weston, R. A. Accounting for Stores.
ary 7, 1925, p. 217-20.

Electric Railway Journal, Febru

EXAMINATIONS

Newlove, George Hillis and Lester Amos Pratt. Specialized Accounting.
New York, McGraw-Hill Book Company, 1925. 475 p.

Contents: Commission Merchants; Department Stores; Cotton Mills; Grey-iron
Foundries; Flour Mills; Cement Mills; Commercial Banks; Trust Companies;
Stock Brokers; Building and Loan Associations; Fire Insurance Companies; Life
Insurance Companies; Land Development Companies; Timber, Logging, and
Sawmill Companies; Bituminous Coal Mines; Oil-producing Companies.

FACTORIES

Pillsbury, C. R. Costs for Plant Foreman.
24, 1925, p. 103-4.

Manufacturers’News, January

FLOUR MILLS
Costs

United States. Senate. Wheat Flour Milling Industry; Communication from
the Chairman of the Federal Trade Commission Transmitting the Report of
the Commission on the Wheat Flour Milling Industry in Response to Senate
Resolution No. 212, 67th Congress, Second Session, Agreed to January 18,
1922. Washington, Government Printing Office, 1924. 130 p. (68th
Congress, 1st Session, Senate Document No. 130.)
Booth, A. C.

FOREIGN EXCHANGE

Foreign Exchanges.

Accountant, December 20, 1924, p. 923-7.

FRAUD

Dicksee, Lawrence R. Fraudulent Accounting: Cont. Accountants’ Journal
(England), December, 1924, p. 566-9.
Koelsch, W. F. H. National Offensive to Exterminate Credit Crimes and
Fraudulent Manipulations, Annual Toll Amounts to $260,000,000. Trust
Companies, January, 1925, p. 113-14.
GROCERY TRADE
Costs

Nebraska University. College of Business Administration. Committee on
Business Research. Operating Expenses of Retail Grocery Stores in Ne
braska in 1923. Lincoln, Extension Division, University of Nebraska,
1924. 24 p. (Nebraska Studies in Business, No. 10.)
INSTITUTIONS
Accounting

Alban, F. J. Hospital Finances and Accounts.
1925, p. 173.

Accountant, January 24,

INSURANCE
Accounting

Garnsey, Gilbert. Insurance Companies Accounts. Accountant, January 3,
1925, p. 32-40.
Auditing

Audit of Underwriters' Accounts.

Accountant, January 17, 1925, p. 97-8.

Cost accounting

Elston, James S. Expense Investigations and Some Other Statistical Problems
Dependent Thereon; reprinted from the Transactions of the Actuarial Society
of America, vol. 23, Part. 1, No. 67. Author, Travelers’ Insurance Co.,
Hartford, Conn. 110 p.
INSURANCE, LIFE

Life Insurance Sales Research Bureau. Study of Agency Costs. Hartford, Life
Insurance Sales Research Bureau. 5 forms.
Life Insurance Sales Research Bureau. Third Annual Meeting, November 10,
1924. Hartford, Life Insurance Sales Research Bureau. 66 p. (Report
No. 16.)
Contents: Agency Costs, Review of Bureau’s Study.

INVENTORIES

Buckley, Elton J. Inventorying for the New Income Tax Law.
Commercial Bulletin, December 20, 1924, p. 12.

239

Northwest

The Journal of Accountancy
Burroughs, A. B. How Often Do You Take Inventory and How? Northwest
Commercial Bullletin, December 20, 1924, p. 25-6.
Hook, H. G. Annual Inventory. Manufacturers’ News, December 20,
1924, p. 21-2, 24.
MACHINERY
Cost accounting

Figuring Automatic Screw Machine Costs.
January, 1925, p. 6.

Industrial Management,

MATHEMATICS

Compound Interest, Annuities Certain and Sinking Funds. Accountant,
December 27, 1924, p. 953-8.
MERCHANDISING

Copeland, Melvin Thomas. Principles of Merchandising.
Shaw Company, 1924. 368 p.

Chicago, A. W.

PAPER TRADE
Cost accounting

Williamson, A. Costing System for Paper Bag Manufacturers and Dealers in
Bags and Wrapping Papers. 11 and 12 Pall Mall, London, S. W. I,
The United Kingdom Paper Bag Association, 1924. 33 p.+forms.
POWER PLANTS
Cost accounting

Jordan, J. P. Getting the Facts of Power Costs.
January 1925, p. 49-54.

Industrial Management,

RAILROADS
Accounting

Sommerfield, Vernon. British Railway Accounts: pts. 4 and 5. Account
ant, December 20, 27, 1924, p. 902-4, 939-40.
Sommerfield, Vernon. What Is Capital Expenditure? Accountant, Janu
ary 10, 1925, p. 52-3.
REORGANIZATIONS

Whinney, Arthur.
p. 17-31.

Company Reconstruction. Accountant, January 3, 1925,
REPORTS

Bell, William H. Staff Preparation and Editing of Reports. Journal of
Accountancy, February, 1925, p. 114-24.
Cutforth, A. E. Report Writing. Accountant, January 10, 1925, p. 65-83.
Reckitt, Ernest. Reports, Their Style and Diction. Journal of Account
ancy, February, 1925, p. 99-110.
STATEMENTS
Financial

What Value Has Your Statement Form? Robert Morris Associates Monthly
Bulletin, December, 1924, p. 206-9.
Addresses of periodicals
Accountant, 6 Kirby Street, London, E. C. 1, England.
American Bankers’ Association Journal, no E. 42nd Street, New York.
American Bankruptcy Review, 165 Broadway, New York.
Business Organisation and Management, 2-6 W. 45th Street, New York.
Domestic Engineering, 1900 Prairie Avenue, Chicago, Ill.
Electric Railway Journal, 10th Avenue at 36th Street, New York.
Factory, Cass, Huron and Erie Streets, Chicago, Ill.; 342 Madison Avenue, New York.
Industrial Management, 120 W. 32nd Street, New York.
Manufacturers’ News, 231 S. La Salle Street, Chicago, Ill.
Northwest Commercial Bulletin, P. O. Box 1586, Minneapolis, Minn.
Robert Morris Associates Monthly Bulletin, Lansdowne, Pa.
Trust Companies, 55 Liberty Street, New York.

STATISTICS

Brown, Paul W. Use and Abuse of Business Statistics.
News, December 20, 1924, p. 14-17.
TAXATION, UNITED STATES
Income and excess profits

Manufacturers’

Thornton, F. W. Incomes for 1922 As Shown by the Report of the Secretary of
the Treasury. Journal of Accountancy, February, 1925, p. 93-8.

240

